S Unitil

Unitil Service Corp.

Karen M. Asbury
Director , Regulatory Services

6 Liberty Lane West
-~ Hampton, NH 03842-1720

Phane: 603-773-6441
Fax: 603-773-6641
Emoil: asbury@unitil.com

October 11, 2000

Mary L. Cottrell, Secretary

Department of Telecommunications and Energy
One South Station

Boston MA 02110

Re: Fitchburg Gas and Electric Light Co., D.T.E. 00-66
Dear Ms. Cottrell:

Enclosed please find Fitchburg Gas and Electric Light Company's Responses to
the Department's Second Set of Information Requests, the DOER's First Set of
Information Requests and the Attorney General's First Set of Information Requests
in the above listed docket. These questions and oral responses thereto were all
presented to the Company at the technical session held at the Department's offices
on September 27, 2000.

in addition, enclosed herein are copies of the Company's initial brief and reply brief
in docket number DTE 99-110. These are in response to a question raised in the
technical session by the DOER relative to mitigation efforts undertaken by the
Company.

During the technical session, questions were raised about the Company's oil and
natural gas prices. In response to DTE 1-1, the Company provided an updated
data set. During the technical session, the Company recommended that the three
Companies seeking to implement the SOS Fuel Adjustment jointly review the data
set and agree on a common data set. The Company has contacted both MECo
and NStar and understands they are in agreement that a common data set should
be used. Substantial progress has been made. The Company currently expects
that the three Companies will be able to reach agreement on a common data set
and common monthly fuel indexes by the end of this week.

According to the schedule established by the Department in this proceeding,
parties were to file comments by October 10, 2000 to the Company's proposal to
implement a surcharge to recover the fuel costs associated with exceeding the fuel
trigger. FG&E believes that its initial filings in this matter, sponsored by Mark Collin
of Unitil and Scott J. Mueller of LeBoeuf, Lamb, Greene & MacRae suffice to
establish its position. FG&E reserves the right to reply.
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Thank you for your assistance with this matter.

Very truly yours,

Karen M. Asbury
Director, Regulatory Services

Enclosure

CC:

Caroline M. O'Brien, Hearing Officer, MDTE (3 copies)

Bahar Celikkol, Electric Power Division, MDTE (2 copies)
Jeff Hall, Rates and Revenue Division, MDTE (2 copies)
George B. Dean, Esq., Assistant Attorney General (2 copies)
Robert Sydney, Esq., Division of Energy Resources (2 copies)
Patricia French, Esq., LeBoeuf, Lamb, Green & MacRae
Jerrold Oppenheim, Esq.

Charles Harak, Esq., Bernstein, Cushner & Kimmel

Scott Mueller Esq., LeBoeuf, Lamb, Green & MacRae
Maribeth Ladd, Esq. Rubin and Rudman

Andrew Newman, Esq. Rubin and Rudman
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VIA HAND DELIVERY

Mary L. Cottrell, Secretary

Department of Telecommunications and Energy
One South Station

Boston, MA 02110

Re: Fitchburg Gas and Electric Light Company. D.T.E. 99-110

Dear Ms. Cottrell:

Enclosed please find an original and four copies of the Initial Brief of Fitchburg
Gas and Electric Light Company in the above docket.

Please file same. Thank you for your assistance with this matter.

Very truly yours,
T 1 .
i I 3 ;!L ’

Pétricia M. French

cc: William Stevens, Hearing Officer
Joseph Rogers, Assistant Attorney General



CERTIFICATION

I, Patricia M. French, certify that I have caused a copy of the within Initial Brief of
Fitchburg Gas and Electric Light Company to be served on each of the individuals on the service
list on file with the Secretary of the Department of Telecommunications and Energy.

Dated at Boston, Massachusetts, this 19th day of July, 2000.
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Patricia M. French
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L INTRODUCTION

This proceeding was initiated by the Department of Telecommunications and Energy
(“Department”) to investigate the 1999 annual electric rate reconciliation filing (Exh. FGE-1) of
Fitchburg Gas and Electric Light Company (“FG&E” or “Company”). The filing, made on
December 22, 1999, reconciles costs recovered by the Company through five separate adjustment
mechanisms. Exh. FGE-1. Each adjustment mechanism was approved by the Department in its
Order approving, with modifications, FG&E’s Restructuring Plan (“the Plan™). See Fitchburg
Gas and Elec. Light Co., D.T.E. 97-115/98-120 (Jan. 15, 1999). FG&E had filed its Plan
pursuant to St. 1997, ch. 164 (“the Act”). The mechanisms described in the Plan and detailed in
the filing are: Transition Cost Adjustment, Standard Offer Service Revenue Reconciliation
Adjustment, Default Service Charge Reconciliation, and External Transmission Charge and
Internal Transmission Service Cost Adjustment. See Exh. FGE-1. Each is described in detail in
Part IV, below. These mechanisms, along with the costs included, were presented to the
Department, and approved by the Department for implementation, in the Company’s previous
reconciliation filings. See Exh. FGE-2, Exh. FGE-3, Exh. FGE-4.

A. BACKGROUND AND PROCEDURAL HISTORY

In November of 1997, Governor Paul Cellucci signed the Act into law. The Act

was designed to introduce transition in the electric industry by fostering competition in wholesale
electric markets and the choice of electric suppliers for retail customers. While the Act instigated
a whirlwind of restructuring and regulatory activity in the Commonwealth, it was not the
beginning of efforts to restructure electric markets. Prior to its enactment, the Department had

undertaken to study and test the economic and market concepts and ratepayer benefits that a



competitive wholesale electric market might hold' With the passage of the Act, FG&E was
required, pursuant to clear mandates, to provide retail access to customers for which it previously
had been the exclusive supplier of electricity. M.G.L. c. 164, sec. 1(B).

The Plan filed by FG&E pursuant to the Act included specific processes to
restructure FG&E's electric division operations, to unbundle rates, to accommodate information
transfer to a new independent transmission system operator (the New England ISO), to recognize
billing and information needs of competitive suppliers seeking retail load in FG&E's franchised
service territory, and to divest completely its power portfolio. Exh. DTE-4-1. The Plan
established a comprehensive standard offer service following the state-mandated date of retail
access, in order to protect consumers from the pricing volatility anticipated in new electric
markets. Exh. DTE-4-1. The Plan also accommodated the Act's requirements that electric
distribution companies provide default service (even though distribution companies were
stripped of the right to sell electric power). FG&E arranged through its Plan to make default
seWiée available to all new customers and those who have left the standard offer for competitive
energy alternatives. Exh. DTE-4-1; M.G.L. c. 164, sec. 1B(d). The compliance tariffs that
implemented the Plan and established the reconciliation mechanisms were approved by the

Department on February 3, 1999. ?

! Electric Restructuring, D.P.U. 95-30 (1995)(“The Department’s overall goal . . . is to develop an efficient

industry structure and regulatory framework that minimizes costs to consumers while maintaining safe and reliable
electric service with minimum impact on the environment.”); Model Rules and Legislative Proposals, D.P.U. 96-
100 (1996)(“Key to this goal is the deregulation of generation and the creation of open, non-discriminatory access
to transmission and distribution systems.”).

2 Because retail access took place on 3/1/98, a year prior, FG&E made its first reconciliation on 5/5/99. Exh.
FGE-2. This filing was approved by the Department on 5/31/99. In order to accommodate the Restructuring Act's
requirements that FG&E's rates reflect a 15% discount on September 1, 1999, FG&E made a July 30, 1999 filing in
order to have tariffs on file to implement the discount on a timely basis. Exh. FGE-3. This July 30 filing was
supplemented as a result of discussions with Department staff and the supplemental materials were stamped
approved by the Department on August 27, 1999. Exh. FGE-4; Exh. FGE-5.
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The filing under scrutiny in this proceeding, Exh. FGE-1, is the. third
reconciliation since the filing of FG&E's compliance tariffs in March of 1999. It is the first
investigation of an FG&E annual electric rate adjustment mechanism filing since the completion
of the Department-initiated formal audit of FG&E, conducted by the Department's independent
auditors, the consulting and accounting firm of Arthur Andersen. Exh. AG-1; Exh. AG-2.

Following the issuance of an order of notice, the Department held a procedural
conference on February 23, 2000. Fitchburg Gas and Elec. Light Co., D.T.E. 99-110 (Jan. §,
2000). The Department instituted a formal discovery schedule for the proceeding. During that
discovery period, both the Attorney General and the Department issued information requests
regarding the Company’s December 22, 1999 filing. In April and May, the Attorney General
filed the direct, supplemental, and rebuttal testimony of David J. Effron. The Company issued its
own discovery regarding the various aspects of the Attorney General's filed case. Four days of
evidentiary hearings were held at the Department’s offices in Boston, at which time the
Company presented the swom, in-hearing direct testimony of Karen Asbury, Director of
Regulatory Services for Unitil Service Corp.; Mark Collin, Vice President and Treasurer of
Unitil Corporation and FG&E’s Treasurer; and, Barbara K. Smith, Director of Accounting
Services for Unitil Service Corp. and the Controller of FG&E. The Department also accepted the
testimony under oath of its independent'auditors in support of its report concerning FG&E’s
transition cost, which testimony was duly cross examined by the Attomey General.

B. KEY ISSUES IN THIS PROCEEDING

The singular issue in this proceeding is whether the filing is consistent with the
Plan approved by the Department and substantially consistent with the Restructuring Act. Other

issues that could be considered subset to this issue, primarily those raised by the Attorney



General during this proceeding, are also set forth in this brief. There are six such issues. The
first concerns the appropriate level of FAS 109 in FG&E’s transition cost; the second concemns
whether FG&E should recover a return on its fixed investment during the first year of retail
access consistent with its approved Plan. The third issue is whether FG&E should be permitted
to earn a return on the post 1995 capital additions made to its generating units. The fourth is
whether FG&E may recover transaction and administrative costs associated with FG&E's
divestiture or may recover administrative and general costs. The fifth issue is whether FG&E
can recover the power supply management and administrative costs related to the provision of
standard offer and default service. In particular, FG&E has included for recovery in its transition
cost, standard offer service cost and default service cost, as appropriate, amounts associated with
the amortization of deferred costs associated with restructuring its operations consistent with the
Department’s mandate and the Act for retail choice, open access, provision of standard and
default service, etc., incurred since 1997. The sixth and final issue is whether, in accepting the
Arthur Andersen adjustment to reflect a state tax benefit in the opening balance of the Seabrook
Regulatory Asset, the Seabrook Amortization now reflects the amortization intended under a
1985 Settlement provision.
II. STANDARD OF REVIEW
Based on the Department’s authority, statutory construction, and the
Department’s prior regulatory precedent, FG&E believes that the Department should ensure
that FG&E’s reconciliation mechanisms recover all reasonable costs that are consistent with
the mandates of the Act constitutionally interpreted. In addition, the Department should
confirm that, where the Act does not either grant or prohibit recovery of the costs included by

FG&E in the mechanisms, such reasonably incurred costs are appropriate for recovery if they



are substantially consistent with the Plan and G.L. c. 164.

For many electric companies,’ the substantive review of reconciling costs was
conducted at the federal level, with the costs passed on to the retail affiliates, and ultimately
retail customers, in connection with multi-jurisdictional restructuring settlements. See New
England Power Co., FERC Docket No. ER00-925-000 (1/4/00); FERC Docket No. ER99-
4568-00 (10/4/99); Montaup Elec. Co., FERC Docket ER99-1813-000 (4/1/99). In spite of the
absence of a stated standard of review from the Department, the standards articulated in
connection with key restructuring issues are applicable because the Department possesses a
broad grant of authority to regulate the ownership and operation of regulated electric and gas
companies in the Commonwealth. G.L. c. 164, sec. 76; Cambridge Elec. Light Co.,
D.P.U/D.T.E. 97-111, at 17 (1998); Boston Edison Co., D.P.U. 97-113 (1998).}

The Department's authority was supplemented by the Act. Boston Edison Co.,
D.P.U/D.T.E. 96-23, at 9 (1998). The Act intended for companies like FG&E to file a plan
for restructuring its operations to allow for the introduction of retail competition in generation
supply, in accordance with the provisions of G.L. c. 164, sec. 1A(a). The Department
recognizes that its implementation of the Act must be done “with a consideration ‘of the
statute’s purpose and history.”” Cambridge Elec. Light Co., D.P.U/D.T.E. 97-111 at 14

(1998), citing Sterilite Corp. v. Continental Casualty Co., 397 Mass. 837, 839 ( 1986).

When reviewing a company's proposal to sell its generating units, the

} FG&E is a gas company under Massachusetts law, although it has electric distribution operations.

The Department, as an agency created by the will of the legislature, has only the authority delegated by the
General Court. Hartford Accident & Indemnity Co. v. Commissioner of Ins., 407 Mass. 23, 27, 551 N.E.2d 502,
504 (1990); Metropolitan Dist. Comm’n v. Department of Pub. Utils., 352 Mass. 18, 26, 224 N.E.2d 502, 508
(1967). The Department’s authority regarding gas companies is somewhat more restrictive. For instance, while
statutory authority was granted for the electric fuel clause adjustment, no such organic authority exists for the
Department’s gas reconciliation mechanism, the cost of gas adjustment clause.

4
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Department considers the consistency of the proposed transaction with the company's
restructuring plan, or as appropriate the company's restructuring settlement, and the Act. See,

¢.g., Boston Edison Co., D.T.E. 97-113 (1998); Massachusetts Elec. Co., D.T.E. 96-25 (Phase

IT) (1997); Massachusetts Elec. Co., D.P.U./D.T.E. 97-94 (1998); Cambridge Elec. Light Co.,

Commonwealth Elec. Co., Canal Elec. Co. Asset Divestiture, and Eastern Edison Co. and
Montaup Divestiture, D.T.E. 98-78/83 (1998).° The Department noted that *“[a] more limiting
interpretation would defeat the Act’s purposes and fail to give ‘a fair consideration of the

conditions attending its passage.”” D.P.U/D.T.E. 97-111 at 14, citing Fickett v. Boston

Fireman’s Relief Fund, 220 Mass. 319, 320 (1915). Once the Department has approved a
company's restructuring plan or settlement as consistent or substantially compliant with the
Act, the Department approves the proposed ratemaking treatment of the proceeds of a
divestiture if the proposed treatment is consistent with the approved restructuring plan or

settlement.

The Department evaluates standard offer proposals in terms of their effect on the
development of competitive generation markets, as well as for compliance with the Act's specific
requirements with regard to, inter alia, rate reduction and competitive procurement. G.L. c. 164,

sec. 1B(b); see Fitchburg Gas and Elec. Light Co., D.P.U./D.T.E. 97-115/98-120, at 20. The

Department’s standard ensures that standard offer service will “facilitate the transition to retail
competition by establishing a schedule of generation or supply rates that increase over time,
thereby encouraging customers to move into the competitive market during the transition period

of standard offer service.” Fitchburg Gas and Elec. Light Co., D.P.U./D.T.E. 97-115/98-120 at

5 The Act provides that all proceeds from any such divestiture of generating facilities "that inure to the

benefit of ratepayers, shall be applied to reduce the amount of the selling electric company's transition costs.” G.L.
(continued...)



16, 20.

Finally, the Department has repeatedly recognized that its interpretation of the Act
must ensure, at a minimum, that companies subject to it are not precluded from recovering the
transition costs explicitly allowed them by the Act. Cambridge Elec. Light Co., D.P.U./D.T.E.
97-111 at 38. The Act must be interpreted, within all reasonable parameters, ‘‘so as not to render
it contrary to the terms of the Constitution.” See Cambridge Elec. Light Co., D.P.U./D.T.E. 97-

111 at 38, citing Federal Power Comm’n v. Hope Natural Gas Co., 320 U.S. 591, 605 (1944),

Commonwealth v. S.S. Kresge Co., 267 Mass. 145, 148 (1929); Hayes v. City of Brockton, 313

Mass. 641, 645-6 (1943).

A few more standards are worthy of note as being implicated in this proceeding.
For instance, as detailed below, the Attomey General seems to allege that the Plan does not
contain line items for certain recoveries, and therefore, FG&E is not entitled to recover such
costs through its reconciliation mechanisms. See, e.g., AG Initial Br. at 8. Of particular
impbn in this proceeding, FG&E seeks recovery of reasonable costs associated with
implementing restructuring at the behest of the General Court and the Department. See, Part
IV(A)(1)(d), supra. The Department reviews the prudence of a company’s actions by
determining if, based on all it knew or should have known at the time, the company’s actions
were reasonable and prudent in light of the circumstances that then existed. Boston Edison
Co., D.P.U. 906 at 15; Boston Gas Co., D.P.U. 93-60 at 24 (1995). “Where the Department |
determines that the [Company’s] actions were reasonable and prudent, the costs associated
with those actions generally quaiify for recovery from ratepayers.” Model Rules, D.P.U. 96-

100 at 260.

c. 164, sec. 1A(b)(3).



As a final matter, particularly important to the Seabrook state t;a\' issue discussed
in Part IX supra, the Department is bound by the “substantial evidence rule.” See G.L. ¢. 30A,
sec. 11(2); Alexander J. Cella, Administrative Law and Practice, 38 Mass. Practice Series, Ch.
6, sec. 245. The substantial evidence rule permits the Department to consider any evidence if
it is the kind of evidence “a reasonable mind might accept as adequate to support a
conclusion.” Almeida Bus Lines, Inc. v. Department of Pub. Utils., 348 Mass. 331, 341, 203
N.E.2d 556, 563 (1965); Cella, Ch. 6, sec. 245. In every case, the Department’s findings must
be based on substantial evidence.

III. ~ BACKGROUND AND PROCEEDINGS

A. RESTRUCTURING THE INDUSTRY

In D.P.U. 95-30, the Department established a goal for the future electric industry

and articulated principles to guide the development of and a transition to “a new industry
structure.” D.P.U. 95-30 was followed in close succession by D.P.U. 96-100 that established
the model rules and a legislative proposal for the restructured industry. FG&E was an active
participant in each of these proceedings. At approximately the same time several companies
entered into ambitious settlements to restructure the industry and FG&E was obliged to
participate in these proceedings to determine which structure of reform would best serve the
needs of its customers and service territbry. See, e.g., Massachusetts Elect. Co., D.P.U. 96-25
(1996). The legislative activity sought by the Department in its model rules ensued and
legislation was ultimately enacted. St. 1997, ch. 164.

In very short order, FG&E issued the Plan required by the Act that was reviewed

¢ The Department may not create or infer substantial evidence of an adverse nature merely by rejecting a

party’s supporting testimony or evidence. See Cohen v. Board of Registration in Pharmacy, 350 Mass. 246, 251-2,
(continued...)



for approval by the Department. Simultaneous to this review, the Company prepared and
executed requests for proposal for competitive provisions of both its standard offer and default
services. See Exh. DTE-4-1. As part of the state-mandated transition, the Company also
provided a "security blanket" for customers to use standard offer service in place of competitive
markets while the transition takes place. Tr. 2 (5/17/00) at 62. The Department
contemporaneously reviewed the auction/procurement process of FG&E and the resulting
standard offer service contract with Constellation Power Source, as it reviewed FG&E’s Plan.
Fitchburg Gas and Elec. Light Co., D.T.E. 98-120 (Constellation Contract). The Department
ultimately approved FG&E’s agreement with Constellation and the resulting service and tariffs
to implement FG&E’s standard offer service through a competitive supplier. D.P.U./D.T.E. 97-
115/98-120 at 26. With regard to its default service RFP, FG&E was the first in the state to bid
competitively its default service load. In spite of its best and extensive efforts, the bid failed and
each offer for service was deemed inadequate.

In its approval of the Plan, the Department issued a number of directives in
D.P.U./D.T.E. 97-115/98-120 that required the Company to modify the Plan. Tr. 2 (5/17/00) at
59-60; Exh. DTE-4-2; Exh. DTE-4-3. The Company complied with each of those directives and
each of the Department’s requirements. Tr. 2 (5/17/00) at 60; Exh. DTE-4-2; Exh. DTE-4-3.7

The Department promulgated its final rules to reformulate the industry. D.P.U.

214 N.E.2d 63, 67 (1966); see also Salisbury Water Supply Co. v. Department of Pubb. Utils., 344 Mass. 716, 721,
184 N.E. 2d 44, 47 (1962).

As part of its continuing effort to mitigate its transition cost, in July of 1998, the Company entered into an agreement
to sell its interest in the New Haven Harbor Station to United Illuminating, as part of UI’s sale of the majority interest toWisvest,
Connecticut, L.L.C. Fitchburg Gas and Electric Light Co., D.T.E. 98-121 (1999). The Company was required to file for
multiple regulatory approvals: in Connecticut, at the FERC and in Massachusetts. See, e.g., CTDPUC Docket 98-12-23
(1998); __ FERC para. __. In the spring of 1999, FG&E entered into an agreement with Select Energy for Select Energy to
purchase the power entitlements associated with FG&E’s remaining portfolio. Fitchburg Gas and Electric Light Co., D.T.E. 99-
58 (1999).




96-100 (1998); 220 C.M.R. 11.00. In addition, the Department required the distribution
companies to create competitive supplier agreements, the AG promulgated consumer protection
regulations (940 CMR 19.00). There were proceedings to confirm the levels of purchased power
costs, and there were proceedings fegarding FERC’s “7-factor test” and the pricing of QF

transmission access. Classification of Transmission and Distribution Facilities, D.P.U./D.T.E.

97-93 (1998); QF Rulemaking, D.T.E. 98-38 (1999); 220 C.M.R. 8.00 (1999); Terms and
Conditions, D.P.U./D.T.E. 97-65 (1998) There were proceedings to establish codes of affiliate
conduct with regulated companies. Standards of Conduct, D.P.U./D.T.E. 97-96 (1998). The list
goes on. Investigation of Department Commencing Notice of Inquiry, D.T.E. 98-84
(1998)(exemption proceeding); Default Pricing, D.T.E. 99-60 (2000).

The change undertaken by the Company to institute retail access for its customers
is in no uncertain manner unprecedented. Tr. 2 (5/17/00) at 62. In the Company's 130-year
history, it had always provided bundled gas distribution and supply service and bundled electric
distribution and power service to its customers. As a result of the Commonwealth's mandates in
the Act, the Company divested its purchased power portfolio, divested its joint owned interests in
generating assets, and has exited the power supply business in order to permit its franchise
customers access to competitive power suppliers. Tr. 2 (5/17/00) at 62; Fitchburg Gas and Elec.
Light Co., D.T.E. 99-58 (1999); Fitchburg Gas and Elec. Light Co., D.T.E. 98-121 (1998); see

also Fitchburg Gas and Elec. Light Co., D.P.U.C. 98-12-23 (Connecticut, 1998). The record

evidence is clear that the Company has worked to miti gate all of its transition costs, including the
costs associated with administrative and transaction costs. Tr. 2 (5/17/00) at 66.
With regard to the Company’s cost recovery filings, in the Company's May 5,

1999 filing, the Company presented the reconciliation models for internal and external
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transmission, transition and standard offer, and default service. Tr. 2 (5/17/00) at 53. The
models covered actual data from March 1998 through February 1999, with the exception of the
default model, which covered actual data from March of 1998 through December of 1998 only.
Tr. 2 (5/17/00) at 54. The May 5, 1999 filing did not increase rates but reconciled and reset
certain rates for effect June 1, 1999. The filing was stamped approved by the Department. Exh.
FGE-4.

In the Company's July 30, 1999 filing, the Company presented its transition cost
reconciliation. Exh. FGE-3. The reconciliation covered the period March 1998 through
December 1999 (actual data through June of 1999). Exh. FGE-3; Tr. 2 (5/17/00) at p. 54. The
July 30 filing was made in order to implement the requirement under the statute that rates be
adjusted to produce a 15 percent rate decrease on September 1, 1999. Tr. 2 (5/17/00) at p. 54;
G.L. c. 164, sec. 1(B)(b). The July 30 filing also included the results of the Company's power
supply divestiture, the recommendations of the Arthur Andersen audit and the change in rate
caps for inflation. Tr. (5/17/00) at 54; Exh. FGE-3; G.L. c. 164, sec. 1B(d).

The Company's July 30, 1999 filing was revised on August 25 and then again on
August 27, 1999 to reflect additional guidance provided by the Department on the issues of the
inflation adjustment and rate design issues. FGE-2; Tr. 2 (5/17/00) at 54. The filing was
approved on August 29, 1999, and the 15 percent rate reduction was implemented as of
September 1, 1999, as required by the Act.

B. ARTHUR ANDERSEN AUDIT

The Act required the Department to conduct a formal audit of the transition costs

approved for recovery. M.G.L. c. 164, sec. 1G(a)(1). After the Act passed, the Department

engaged, following an extensive RFP process, the nationally recognized independent accounting
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firm of Arthur Andersen to conduct the audit. Tr. 1 (5/11/00) at 5. The proposal of Arthur
Andersen established a detailed work program with 60 to 70 audit procedures. Tr. 1 (5/11/00) at
6. At the conclusion of the audit, Arthur Andersen issued a report. Tr. 1 (5/11/00) at 7
(Fitchburg Gas and Electric Light Company Calculation of Transition Charge Together with
Report of Independent Public Accountants’ Report on Applying Agreed-Upon Procedures).

A team of auditors from Arthur Andersen fulfilled the mandate of the Department,
some of whom worked on-site auditing at Unitil headquarters. Those appearing at the
Department hearing included Thomas V. Millbury, a 19-year veteran certified public accountant
with many years as the engagement partner auditing numerous New England gas and electric
utilities. Tr. 1 (5/11/00) at 10. The Arthur Andersen witnesses produced by the Department also
included James Moriarty, the audit manager of the engagement (and a partner) and a CPA of 9
years and an auditor of the financial statements of many New England gas and electric utilities.
Tr. 4 (5/31/00) at 321, 327-8. Finally, Sean Souza, a consultant in the business consulting
pra'cﬁce, who was the audit senior at the time of the independent audit of FG&E, also provided
testimony. Tr. 4 (5/31/00) at 321, 327.

The Arthur Andersen audit team conducted its audit pursuant to generally
accepted auditing standards (GAAS) and applied generally accepted accounting principles
adding, in FG&E’s case, significant additional procedures to test the controls and information
reporting for FG&E. Tr. 1 (5/11/00) at 16. Arthur Andersen has not audited FG&E before this
engagement.® Tr. 4 (5/31/00) at 330.

FG&E implementéd each of the recommendations contained by Arthur Andersen

in its report to the Department. Tr. 4 (5/31/00) at 242.
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IV. THE DEPARTMENT SHOULD APPROVE FG&E’S 1999 ELECTRIC
RECONCILIATION ADJUSTMENT FILING

A. THE METHODOLOGY, STRUCTURE AND CONTENT OF EXH. FGE-1
IS LAWFUL AND CONSISTENT WITH ITS APPROVED PLAN AND
THE ACT
Exh. FGE-1 uses the methodology and structure identified in the Company’s
tariffs and in its Plan: transition cost reconciliation adjustment mechanism, standard offer service
cost reconciliation adjustment mechanism, default service cost reconciliation adjustment, and
transmission (external/internal) service cost adjustment mechanism. Tr. 2 (5/1 7/00) at 49-50;

Exh. FGE-1 at Tab D.

1. FG&E’s Transition Cost Reconciliation is Lawful and Appropriate and
Should be Approved

The transition cost adjustment is calculated in accordance with the Company's
tariff, MDTE No. 36. Tr. 2 (5/17/00) at 52. The uniform transition charge, required pursuant to
Department order, was set at .01290 per kWh in order to meet the required rate cap. See Tr. 2
(5/17/00) at 52; Fitchburg Gas and Elec. Light Co., D.P.U./D.T.E. 97-115/98-120 (1999) at p. 40.

The transition cost adjustment is calculated by adding the reconciliation for 1999 to the total
forecast costs for 2000. Tr. 2 (5/17/00) at 52. Interest is added and transition cost revenue is
subtracted. Tr. 2 (5/17/00) at 52. The total is divided by forecast kWh deliveries to arrive at a
transition cost adjustment. Tr. 2 (5/ 17/00) at 52. The Company's 1999 reconciliation would
have mathematically generated an adjustment of $0.01166 per kWh. Tr. 2 (5/17/00) at 52; Exh.
FGE-1 at Tab D, p. 110. However, because the Company is subject to the statutory rate cap, the
Company proposes an adjustment of $0.00, resulting in an undercollection. Tr. 2. (5/17/00) at

52-53; Exh. FGE-1 at Tab D, p. 110.

® Grant Thomton conducts FG&E's independent audits on an annual basis and has issued unqualified opinions.
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Substantively, the Department and the Act require that all costs claimed under the
transition charge, especially the fixed component, must be fully mitigated. D.P.U. 96-100 at
269.; G.L. c. 164, sec.1G(b)(1). FG&E has consistently worked to mitigate all its transition costs
by divesting of both its own generation and its purchased power obligations. See Exh. DTE-5-
26. Tr. 2 (5/17/00) at 66. FG&E divested its ownership interest in New Haven Harbor Station.
D.T.E. 98-121 (1998); Exh. DTE-2-2. FG&E divested its entitlements in its purchased power
agreements and its other owned generating interests. D.T.E. 99-58 (1999); Exh. DTE-2-3. As
part of an approved Settlement, the Company agreed that it would not seek to increase its
transition charge by the statutorily authorized mitigation incentive. Fitchburg Gas and Elec.
Light Co., D.T.E. 99-58 (1999); Exh. DTE-5-27(g). In addition, with those concessions itemized
in the filing in this proceeding, the Company made a unilateral, voluntary filing in order to
reduce any confusion over the Company’s December 22, 1999 filing, to remove unnecessary
credits and debits and to clean-up the record. Exh. FGE-5; Exh. F GE-6; Exh. AG-4-1; Exh. AG-
4-2; Exh. AG-4-3. The adjustments made by the Company amount to a reduction in the nominal
value of the residual value credit of $2.5 million. Exh. FGE-5; Exh. FGE-6; Exh. AG-4-1; Exh.
AG-4-2; Exh. AG-4-3.

In spite of FGE's extensive mitigation efforts and its compliance with the Act, the
Attorney General lodged a number of complaints about Exh. FGE-1. The first was that the
Company had incorrectly calculated the FAS 109 regulatory asset for inclusion in the fixed
component of its access charge. The second was that FG&E incorrectly calculated the return
applicable to the fixed component in its first year of retail access. The third was that FG&E was
not entitled to a return on its plant additions after 12/31/95 from the period of retail access

through the divestiture date. The fourth issue concerns the appropriateness of the Company’s
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recovery of transaction and administrative expenses incurred to restructure its operations and to
divest its generation and purchased power portfolio. FG&E will address each of these issues in
turn. The Attorney General raises many brand new arguments on brief, which FG&E intends to
address completely in this and its reply brief.

a. The Company’s FAS 109 Regulatory Asset is Reasonably
Calculated

In Exh. FGE-1, the Company made a calculation that adjusted the value of the
FAS 109 balance, according to a calculation that was reviewed by and an adjustment that was
recommended by the Department’s independent auditprs of FG&E’s transition cost, Arthur
Andersen. Tr. 4 (5/31/00) at 351; Exh. AG-2-10. FG&E is entitled to recover in future rates
unrecovered Deferred Tax Liabilities which, until the adoption of FAS 109 in 1993, were not
"normalized" for certain timing differences for book accounting and ratemaking purposes. The
Company recalculated the FAS 109 estimate contained in its original Plan. Tr. 2 (5/17/00) at 87.
In light of the historic nature of the information available, the dated nature of the calculation
from 1992, and the impact of mass asset accounting, the Company was required to use an
allocation methodology to calculate FAS 109 by component. Tr. 2 (5/17/00) at 87-88. The
Company calculated its FAS 109 by looking at the deferred taxes related to depreciation for
generation assets as they relate to deferred taxes and depreciation for all assets, and allocated
FAS 109 accordingly. Tr. 2 (5/17/00) at 88. The calculation and allocation methodology
resulted in a $2.2 million decrease in the FAS 109 Regulatory Asset as compared to the Plan. Tr.
2(5/17/00) at 88. Such adjustment would never have been recommended by Arthur Andersen if
it had not been verified. Tr. 4 (5/31/00) at 351. Arthur Andersen testified that the FAS 109

balance remained unchanged since the implementation of FAS 109, because FG&E had never

15



sought recovery of the balance in rates. Tr. 4 (5/31/00) at 349-350. The Attorney General's
witness agrees a FAS 109 regulatory asset exists and that the Company’s mass asset accounting
was not unusual. Tr. 4 (5/31/00) at 407 (“I don’t dispute there is a FAS 109 regulatory asset.

There clearly is.”), 427.

The accounting standards, including FAS 109, are intensely complex and subject
to significant and substantial interpretation by many reasonable, well-meaning experts and
practitioners in the fields of accounting and finance. The Department implicitly recognized this
in its Order approving FG&E’s Plan, when it sought to have its own independent auditor (as
mandated by the Restructuring Act), analyze, critique, tic-and-tie, and confirm the numbers
offered by FG&E. D.P.U/D.T.E. 97-115 at 64; See Exh. AG-2-10. While the Attorney General
claims to be unable to verify the reasonableness of the allocation methodology employed to
establish the FAS 109 regulatory asset, there is no dispute but that the Department’s independent
auditors found the FAS 109 calculation and the allocation methodology proposed by FG&E for
transition cost recovery to be reasonable and in accordance with the accounting principles
proscribed in FAS 109. Compare Tr. 4 (5/31/00) at 352-3 with Tr. 4 (5/31/00) at 407. The FAS
109 balance included in Exh. FGE-1 is reasonable and should be approved. Tr. 3 (5/30/00) at

306.

b. The Return on the Fixed Component Accords with the Plan

The Attorney General argues that because retail access commenced on March 1,
1998, the Company should be restricted to a 10-month return in 1998. The adjustment reduces
the transition cost by $210,000. Exh. AG-3 at 9. FG&E posits that calendar-year recovery of the
return in the first year of retail access was specifically and explicitly identified in the Company's

Restructuring‘Plan. Exh. DTE-4-1, Tab E; see D.P.U./D.T.E. 97-115/98-120 (plan approved);
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Tr. 2 (5/17/00) at p. 75. The return that was requested by FG&E, and approved by the
Department, consists of 12 months of return recovered in the appropriate 10 months, for the first
year of retail access only. Tr. 4 (5/31/00) at 300-1. FG&E testified that it included this as part of
the Plan as a compromise position. Tr. 4 (5/31/00) at 300-1. The return (which is not prohibited
under law) should be viewed in relation to the reduction in the rate of return on generation assets
that resulted from the legislation. Exh. DTE-4-1 at Tab D, Part I11.4. It should also be viewed
relative to the fixing of the rate of return that FG&E was required to implement over the period
of transition cost recovery. G.L. c. 164, sec. 1(G); Exh. DTE-4-1 at Tab D, Part [11.4. Itis
important to recognize that no matter where interest rates rise to as a result of inflation during the
transition period, FG&E can never change its return on the transition cost. This is a foreign
concept in traditional ratemaking.

Because the Department approved the Plan, and the provisions of this return
without modification, FG&E filed for an effective rate of a 12 month return in the first (10
months) year of retail access, consistent with FG&E’s approved Plan. Tr. 2 (5/17/00) at p. 75. It
is clearly within the Department’s discretion to approve this provision consistent with the
recovery authorized under law and in its Plan. The return credited to the fixed component of the
access charge in the first year of retail access is lawful and appropriate.

c. FG&E is Entitled to a Return on Plant Additions

The Attorney General also maintains that no return should be permitted the
Company for post 12/31/95 plant additions on used and useful generation asssets. Exh. AG-3
(4/5/00) at p. 9; AG Initial Br. at 1A2,. The Attorney General relies on his interpretation of the Act
and the Plan, arguing that the access charge did not provide for a return on the post 12/31/95

assets after 3/1/98. Id. FG&E included a return in its transition charge for the capital additions

17



placed into service after 12/31/95 for the period of the retail access date (after ‘3/ 1/98) through the
date of divestiture. Exh. FGE-1; Tr. 2 (3/17/00) at 80. This was consistent with its Plan. Exh.
DTE-5-25. The appropriate place to earn the carrying charge for these plant additions is in the
fixed component of the access charge. Tr. 2 (3/17/00) at 80; Tr. 3 (5/30/00) at 290.

The Attorney General seems to be arguing that FG&E should have been receiving
its return on the post 1995 capital additions by skimming off a return from standard offer service
revenue that was flowed back in its entirety to FG&E’s customers. AG Initial Br. at 12. FG&E
billed its standard offer service during 1998 and 1999, until the closing of the entitlements
divestiture, at the variable cost (i.e., fuel and O&M) of operating its generating units. There were
no capital costs or return on capital cost included for post 1995 capital additions on its standard
offer service billings. The Attorney General also seems to be arguing that FG&E should have
claimed the return from the revenues received on the units from sales for resale. AG Initial Br. at
12. Again, FG&E flowed through the entire benefit of sales for resale to its customers and did
not, as the Attorney General suggests, retain a return on new investment made after 1995 as an
on-going operating cost of those generating units. AG Initial Br. at 12.

Having never been presented with this argument before, FG&E is still assessing
its merit. However, at first blush it appears such a conclusion is convenient and would work to
preclude FG&E’s recovery for a cost the Attorney General apparently now admits was borne by
the Company during restructuring. After 1998, FG&E did not take a return on either SOS or
sales for resale, but rather flowed all the benefits of the revenues received back to its customers.
Therefore, FG&E believes that it is appropriate for all the costs to be flowed to customers as
well. The Attorney General is capitalizing on the delay in the implementation of the residual

value credit, and the trapping of an otherwise legitimate cost as a result, when he seeks to deny
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FG&E a return that is appropriately related to the divestiture of the generation assets. See Tr. 2
(3/17/00) at 79-80.
d. The Administrative Costs to Implement Restructuring are

Reasonable Transition Costs not Related to Distribution
Operations

In Exh. FGE-1, as in each of the previous filings with the Department, FG&E
included transaction and administrative costs incurred by FG&E since 1997 to effectuate the
many aspects of industry restructuring. See Exh. AG-1-11; Exh. AG-1-18. While the Attorney
General appears to concede that transaction costs may be netted in the residual value credit from
the proceeds of the sale of FG&E’s generation portfolio, the Attorney General challenges
FG&E's ability to recover transaction costs as a component of the variable component where the
costs incurred to buy-out or otherwise mitigate the above-market costs of its power supply
contracts are recovered. AG Initial Br. at 5. The Attorney General also challenges the
Company's definition of transaction costs and the inclusion of administrative costs incurred to
effectuate the restructuring and divestiture of FG&E's generation and purchased power portfolio .

AG Initial Br. at 5. He claims that these costs are not transition costs, nor should they be
recovered as a cost of standard offer service (see Part IV(A)(2) below). AG Initial Br. at9. Itis
important to note that the Attorney General has not claimed that it was unreasonable for FG&E
to incur these costs. Nor does he claim that these activities were unrelated to restructuring the
industry. He simply claims that they are not “transition costs” as defined by the Act.” He
believes they are part of the usual operations of a distribution company. AG. Initial Br. at 9.

It is the Company's position that by taking this simplistic and opportunistic stance,

’ This argument is baseless. Transition cost formulas include mitigation incentives. These are not provided

for by the Act as a “transition cost.” Deferrals are not defined in the Act as part of “transition cost.” The
(continued...)
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the Attomney General misunderstands and mischaracterizes the nature of and severity of the costs
incurred by the Company and appropriately included in the reconciliation mechanism. Tr. 2
(5/17/00) at 61-62; Exh. AG-1-18. The Company has included $208,210 in its residual value
credit for transaction and administrative costs. Exh. AG-1-18. FG&E has included $1,873,893
of transaction and administrative cost in the variable component of the transition charge. The
total cost included for transition and administrative expenses, $2,082,102, is approximately one
percent (1%) of the total value of the generation assets and purchased power portfolio divested
by FG&E. The Attorney General consistently misunderstands FG&E's filing in this regard.
None of the costs included are costs for which the distribution company was prepared or for
which it is responsible to absorb as a matter of law or regulatory policy. Tr. (5/30/00) at 272-
275; Exh. AG-1-18. Transactions, administrativé costs, reasonably incurred, are and should be
eligible for recovery in the respective area of these reconciliation mechanisms to which the cost
pertains. See Exh. AG-1-11.

The formula for recovery set forth in FG&E’s Plan must be viewed in the context
of the Company’s restructuring, and more importantly, the context of industry restructuring in
the Commonwealth. In light of this, the Company’s Restructuring Plan, its transition cost
formula and the relevant law provides the Department the necessary reassurance and authority to
reject the Attorney General’s challenge to FG&E s right to recover these costs.

In approving the Plan, the Department identified the legislative goal of
restructuring, that is, “to establish a new electric utility ‘framework under which competitive
producers will supply electric power and customers will gain the right to choose their electric

power supplier.”” D.T.E. 97-115/98-120 at 12. In order to achieve that goal, the Department

Department can interpret the words of the Act to ensure the Act is implemented rapidly, fairly and constitutionally.
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was directed to require the accommodation of retail access. See D.T.E. 97-115 at 13. Itis clear
that restructuring is intended to benefit ratepayers, and to ensure direct access to ratepayers from
competitive electric generation suppliers. Exh. DTE 1-4, Part D-VII, p. 1. In order to accomplish
the ends mandated by the statute, FG&E had to participate in and incorporate the seemingly
endless changes resulting from a number of regulatory proceedings, customer service and
education programs and industry roundtables (and still is doing so0). See Part III; RR-AG-8.

In spite of the broader mandate that restructuring be accomplished (which end
cannot be accomplished without granting recovery of the costs incurred to get there), FG&E’s
approved Plan was explicit in its presentation of the intent to mitigate stranded costs through
divestiture. Exh. DTE-4-1, at Part D-III, p. 1. The Department itself identifies the methods in
which mitigation should be achieved as described under the Act. D.T.E. 97-115 at 56, citing
G.L. c. 164, sec. 1G(d)(1). Transaction and administrative costs associated with restructuring are
correctly recovered as part of the cost of divesting generation and purchased power contracts.
Reasonable costs of achieving mitigation are a component of transition cost. G.L. ¢. 164, sec. 1)
(mitigation is any market value in excess of net book value); G.L. c. 164, sec. 1A(b)(3)
(divestiture proceeds are net of tax effects and less any other adjustments approved by the
department that inure to the benefit of ratepayers.). Since FG&E’s divestitures were undertaken
to achieve restructuring of the electric industry for the benefit of ratepayers, and because the
divestitures could not have been achieved in isolatum, reasonable and appropriate transaction and
administrative costs associated with positioning FG&E to divest are necessarily included in the
transition cost. Exh. DTE 5-16. In its Plan, FG&E was permitted to recover its transition cost
through its access charge. Exh. DTE-4-1, Part D-1V, p. 4.

In addition FG&E was clear in the Plan that economic buy-out payments would
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include all reasonable payments associated with costs incurred to reduce payments under the
long-term contracts. Exh. DTE-4-1, Exh. 1, p. 6. Participation in proceedings that illuminated
the methods of and contractual intricacies of other companies’ buy-outs, with backstop offers,
and other approaches to mitigation, restructuring and meeting the Act’s mandates, was integral to
FG&E’s understanding of how best to proceed on behalf of its ratepayers, both to reduce costs
and to introduce competition. Exh. DTE-4-1 at Exh. 1, p. 6. Ultimately, these activities lead to
the Select Agreement and other similar activities conducted by the Company’s service company,
its financial advisors, its attorneys and consultants. RR-AG-8; Exh. DTE-2-2; Exh. DTE-2-3.
These are the “restructuring costs” that constitute such payments. Exh. DTE-4-2; RR-AG-8;
Exh. AG-1-18.

It is appropriate for the Company to continue to recover such transaction and
administrative costs through the variable component of FG&E’s transition cost. Tr. (5/17/00) at
62; Exh. AG-1-11. Any other interpretation would contravene the Department’s finding in
D.P.U/D.T.E. 96-23, at 31-32, where the Department noted that the Act "must be intei'preted as
not to render it contrary to the terms of the Constitution."

The Company, prior to the Act, had unbundled its electric division into
distribution, transmission and generation segments, with the intent of not burdening the
distribution company (or its customers) with energy-related costs.'” The Company used a 1995
functionalized cost of service to unbundle its rates. See, D.P.U./D.T.E. 97-115/98-120 at 35;

D.P.U. 97-44 (1997); AG Initial Br. at fn. 6 (extra record cite: this cost study is not part of the

10 The distribution operations continue to have obligations for which it recovers revenues through its base

rates. However, the costs of achieving the restructuring are not part of “normal utility operations.”
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record in the instant proceeding).' In this 1995 study, the Company included $2.4 million in
administrative and general expense in its distribution function. AG Initial Br. at fn. 6. This
included the cost of routine participation in regulatory proceedings (such as Performance
Reviews, Fuel Clause Adjustment, Load Forecast and Integrated Resource Management), as well
as maintenance of existing systems for unified billing and routine customer service (new account,
billing and termination inquiries). The cost of routine participation in regulatory proceedings,
maintenance of existing customer information systems and customer service are still charged to
distribution cost. Exh. RR-AG-8.

The use of the 1995 cost study, inappropriately referenced by the Attorney
General, demonstrates almost nothing. It did not include any of the additional activities
described below that were detailed in Exh. RR-AG-8, or those described in Exh. RR-AG-12 or
Exh. AG-1-11 (LERS/Logica), each of which were directly a consequence of the
Commonwealth’s mandate for retail access. These costs are undeniably incremental and are not
provided for in the Company’s distribution rates. The means of getting to these profound,
legislatively mandated ends of retail access and reformulation of the industry necessarily
required the assistance of consultants, financial experts, lawyers and, in FG&E’s case (not unlike
others), service company personnel.

Such transition activity,'conducted for the direct benefit of ratepayers, is
illustrated by, but not limited to, FG&E’s efforts to unbundle rates and assure revenue neutrality;

to reform revenue projections; to draft regulatory documents, including the Plan itself; to appear

1 Since the Attorney General has referenced a cost of service study that is not part of the record in this

proceeding (without an accompanying motion or good cause), FG&E is at a loss as to how to respond. If the
Attorney General had appropriately introduced this functionalized cost study during hearings, FG&E would have
been able to comment appropriately and placed the filing in context in relation to the Company’s efforts to unbundle
rates.
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at hearings; to draft bid requests and RFP’s; to reform billing systems to accommodate
heretofore unrecognized sellers and other market participants; to participate in the development
of the ISO and the reform of NEPOOL; to meet with financial advisors; to retrain personnel,
including customer service; to segregate responsibilities; to draft separation standards; to reform
tariffs; to codify terms and conditions for all levels of service; to maintain an understanding and
consistent level of participation in the on-going regulatory proceedings taking place at the
Department; to negotiate possible contract buyouts; to meet with local government officials; to
create bill inserts and other material for customer education; and to establish appraisals and
conduct marketing of the power portfolio, for standard offer service, default service and
ultimately, for sale. Exh. RR-AG-8; Exh. AG-1-18. In other words, the requirements of the
statute created unavoidable incremental costs for FG&E which are properly recovered as part of
the costs incurred by it to accomplish the legislative end, that is, retail access to all customers and
the permanent restructuring of the Company's business. Tr. 2 (5/17/00) at 63.

The Attorney General’s position is inapt when one fully appreciates the extent of
the concentratibn of the Company's resources to implement full restructuring. See Tr. 2
(5/17/00) at 62; Exh. AG-1-18. The transaction and administrative costs included by FG&E in
Exh. FGE-1 are the costs of implementing divestiture, unbundling and provision of customer
choice. Tr. 2 (5/17/00) at 63; Exh. AG-1-18. These are truly extraordinary costs that were not
included in the 1995 cost of service study used to unbundle FG&E's rates. See also Exh. AG-2-

2.

2. FG&E’s Standard Offer Cost Reconcjliation Is Consistent With The Plan
and Should Be Approved

24



In its Plan, the Company stated that its standard offer service,' also known as
SOS, was implemented in order to assist customers in the transition to the competitive market.
Exh. DTE-4 at V.1. Standard offer service is a new service; it is in no way part of the bundled
electric service formerly provided by the electric division of FG&E. Tr. (5/17/00) at 62-3. In
fact, FG&E’s standard offer service is provided at a competitively bid wholesale price from a
competitive energy supplier, the first such sérvice in the state. This service would not have been
possible to provide without a complete restructuring of FG&E’s bundled electric operations.
Exh. DTE-4 at V.2

In Exh. FGE-1, the standard offer service revenue reconciliation adjustment is
calculated in accordance with the Company's tariff MDTE No. 44. The standard offer revenue
reconciliation adjustment is calculated by adding the reconciliation for 1999 to the total forecast
costs for 2000. Tr. 2 (5/17/00) at 53; Exh. FGE-1 at Tab D, p. 110. Interest is added and SOS
revenues subtracted. Tr. 2 (5/17/00) at 53; Exh. FGE-1 Tab D, p- 110. The total is divided by
forecast kWh deliveries to arrive at the standard offer service reconciliation adjustment. Tr. 2
(5/17/00) at 53. The Company's 1999 reconciliation would have mathematically generated an
adjustment of $0.01799 per kWh. Tr. 2 (5/17/00) at 53; Exh. FGE-1 at Tab D, p. 110. However,
because the Company is subject to the statutory rate cap, the Company proposes an adjustment of
$0.00, resulting in an undercollection. Tr. 2. (5/ 17/00) at 53; Exh. FGE-1 at Tab D, p. 110.

The Attorney General attacks two cost items included by FG&E as a cost of the

provision of standard offer service. First, the Attorney General claims that the costs included for

12 Under the Plan, the Company called this transitional service “Standard Transition Service” consistent with the
identification of the service in the Act.
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the complex LERS/Logica" load reporting system (notably not challenged as to the
reasonableness of kind or amount) is part of distribution operations and not recoverable as a cost
of standard offer service. AG Initial Br. at 32. As to this, the Attorney General is mistaken. The
Company’s standard offer service is not a substitute for the bundled electric power supply service
previously provided by the Company. Tr. (5/ 17/00) at 62; Exh. DTE-4-2. The evidence offered
on brief by the Attorney General demonstrates that the costs to implement the standard offer
service vastly outstrip the costs of systems that remain in the distribution operations, and systems
that are used for billing and customer service. AG Initial Br. at fn. 6; Exh. RR-AG-8.
LERS/Logica is totally new, with no other purpose but to facilitate standard offer service,
default, and competitive power supply markets. Exh. RR-AG-8; Exh. RR-AG-12; Exh. DTE-1-
2; Exh. AG-1-12.

The record evidence is also clear that rapid implementation of the Act was
required following its passage. Exh. RR-AG-12; Cambridge Elec. Light Co., et al.,
D.P.U/D.T.E. 97-111 at 14 (1998) (the legislature “mandated swift implementation of the Act.”).

The Company was explicit in its intent to implement the LERS/Logica load estimating system in
the Plan filed in 1997. Exh. DTE 1-4 at Tab D, VIL.2-VII-4. While it would be plainly unfair to
exclude the costs of a system that would not have been necessary “but for” the institution of
standard offer service, in addition, the Department has already determined that a restructuring
company providing standard offer service cannot be precluded from collecting “all of the
reasonable costs incurred in providing standard offer service at the mandated rate reductions. . .”

Cambridge Elec. Light Co., D.P.U./D.T.E. 97-111 at 37; Exh. AG-1-12."*. The LERS/Logica

" See Exhibit DTE-5-22.
14 The Supreme Court has stated that the Takings Clause bars “Government from forcing some people alone

(continued...)
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system and its expense were reasonable costs incurred in order to provide standard offer service.
default and competitive supply. Exh. AG-1-11. The Company should be permitted to recover
the costs of this system.

Second, as discussed in Part IV(A) above, the Attorney General challenges
FG&E’s recovery of administrative costs associated with the acquisition, procurement and
provision of standard offer service in the standard offer service revenue reconciliation adjustment
mechanism, but does not challenge that the costs were reasonably incurred or in amount. AG
Initial Br. at 9. A number of reasons exist for the Department to confirm FG&E’s ability to
recover these costs through the SOS mechanism. First, FG&E specifically articulated in the Plan
that the standard offer service reconciliation would include a reconciliation of the “revenues
billed to retail customers taking [standard offer service] with the costs incurred to provide the
service.” Exh. DTE-4-1, at Tab D, V.5-V.6. The tariff, MDTE No. 44, reiterates this language.
The Department specifically approved the recovery in the SOS reconciliation. D.P.U./DTE 97-
115 af 73-74. ("Therefore, in the event that the Company is unable to recover net standard offer
service administration and operational costs, ... the Company may recover those costs in its
[STS] reconciliation mechanism.") Second, the costs incurred by FG&E include the costs of the
standard offer auction, with all its complexity (Exh. DTE-4-1 at V.2-V.5); the contract
negotiations, the regulatory proceedings to ensure approval, and an allocation of the restructuring
costs incurred by FG&E to understand the reformulation of the Massachusetts electric industry
and associated with restructuring its operations to permit standard offer service. Exh. RR-AG-8;

Exh. AG-1-11. The recovery of these costs is not only consistent with FG&E’s Plan and its

to bear public burdens which, in all fairness and justice, should be bore by the public as a whole.” Armstrong v.
United States, 364 U.S. 40, 49 (1960); see also McAndrews v. Fleet Bank of Massachusetts, 989 F.2d 13, 18 n. 7 (1
Cir. 1993).
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tanffs, it is consistent with a constitutional interpretation of the Act. Third, thé Department has
permitted administrative costs to be recovered as part of default service, another statutorily
mandated service established by the Act. Default Service Pricing, D.T.E. 99-60-B (2000). Itis
consistent in policy and reasoning that administrative costs be recovered for the institution and
provision of standard offer service as well. The costs involved are clearly standard offer costs
and were reasonably incurred. Exh. AG-2-3. They are appropriately recoverable in kind and
amount under the standard offer revenue reconciliation adjustment mechanism.

The Attorney General also argues out-of-the-blue that FG&E's 1998 power supply
costs for standard offer and default service should be limited to the power supply costs embedded
in, or that can be imputed from, a 1983 base rate proceeding. AG Initial Br. at 30-31. The
Attorney General's argument is confusing, at best. He is aware, apparently, of the referenced
1995 cost of service study approved for unbundling FG&E's rates in DPU 97-47. The
unbundling stripped these same power costs from distribution base rates; the Department
approved the rate unbundling. In addition, the Department approved FG&E's recovery of its
ongoing generation and purchased power costs in DPU/DTE 97-115. The Attorney General's
proposal is inconsistent with the previous approved unbundling, is seemingly inequitable, is
without logic or reason and is devoid of record support.

3. FG&E’s Default Service Charge Reconciliation Is Consistent With The
Plan and Should Be Approved

G.L. c. 164, sec. 1B(d) requires each distribution company to provide a default
service, that such service be competitively procured, that the rate comport with the Act, and that
default service permit a uniform payment option. G.L. c. 164, sec. 1B(d). The Department

implemented rules to establish default service. 220 C.M.R. sec. 11.04. The Department also
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required the distribution companies to use their standard offer service price as the proxy for the

rate established by the Act. See Investigation by the Department of Telecommunications and

Energy on its own Motion into the Pricing and Procurement of Default Service Pursuant to G.L.

c. 164, sec. 1B(d), D.T.E. 99-60-B (June 30, 2000). The Department requires the companies to

issue multiple solicitations for bid, with minimum procurements of six months. Default Service,
D.T.E. 99-60-B at 14. The Department also permits companies to include the incremental
administrative costs associated with providing default service in the default service price.
Default Service, D.T.E. 99-60-B at 19 (the inclusion of administrative costs in the price of
default service sends the right price signal).

The default service adjustment is calculated in accordance with the Company's
tariff MDTE No. 40. Tr. 2 (5/17/00) at 53-54; Exh. FGE-1 at Tab D, p. 116. The Company's
tariff requires that at the end of each calendar year the Company reconcile any balances as a
credit or charge on its transition cost. Tr. 2 (5/17/00) at 54. However, as the Company testified
at hearing, since the transition cost adjustment was set at the maximum amount under the rate
cap, the Company rolled the default service balance into the transition charge. Tr. 2 (5/17/00) at
53; Exh. DTE-5-23.

4. FG&E’s Transmission Cost (Extemnal/Internal) Reconciliation is
Consistent With its Plan and Should be Approved

The external transmission charge recovers on a fully reconciling basis the FERC-
approved billings to the Company, associated with the Regional Transmission Group. Exh.
DTE-4 at IV.3. It also recovers costs associated with the Independent System Operator or any
other transmission provider and which the Company has authorization to recover from retail

customers. Exh. DTE-4 at IV.3. The Department approved the Company’s recovery of an
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external transmissioh charge. D.P.U/D.T.E. 97-115 at 1,31; Exh. DTE-4-1.

The external transmission charge is calculated in accordance with the C ompany's
tariff MDTE No. 35. Tr. 2 (5/17/00) at 51. Mathematically, the Company added the
reconciliation for 1999 to the total forecast costs for 2000. Tr. 2 (5/17/00) at 51. The total
amount was then divided by the estimated deliveries for the year 2000 to arrive at the external
transmission charge. Tr. 2 (5/17/00) at 51; Exh. FGE-1 at Tab D.

The internal transmission component recovers fully (1) the transmission charges
applicable to retail customers under the Company’s FERC-approved Open Access Transmission |
tariff; and (2) the Company’s Pool Transmission facilities revenue requirement as included in
NEPOOL’s Open Access Transmission tariff. Exh. DTE-4-1 atIV.3. The Department approved
the Company’s recovery of an internal transmission charge; D.P.U/D.T.E. 97-115 at 1; Exh.
DTE-4-1.

The internal transmission service cost adjustment as filed in Exh. FGE-1 is
calculated in accordance with the Company's tariff MDTE No. 34. Tr. 2 (5/17/00) at 51-52. The
internal transmission service cost adjustment was calculated by adding the reconcilation for 1999
to the total forecast costs for 2000, including interest. Tr. 2 (5/17/00) at 51-52; Exh. FGE-1 at
Tab D; Exh. DTE-1-1. The revenues were then subtracted and the net amount was divided by the
projected kWh deliveries for 2000 to arrive at the internal transmission service cost adjustment
charge. Tr. 2 (5/17/00) at 52; Exh. FGE-1 at Tab D, p. 95. The Attormey General did not
challenge any part of FG&E’s transmission cost reconciliation filing. Since the reconciliations in
Exh. FGE-1 are consistent with the Plan and correctly calculated, they should be approved by the

Department.
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V. RECOVERY OF STATE TAX IN SEABROOK SURCHARGE

The Attorney General challenges FG&E’s inclusion of state income tax into the
calculation provided by FG&E for amortization of the Seabrook Amortization Surcharge balance
as of February 28, 1997. AG Initial Br. at 25. The calculation proffered by FG&E to determine
the state tax benefit provided ratepayers under the Seabrook Settlement was reviewed by the
Department’s independent auditor, Arthur Andersen, and determined to be reasonable. Tr.
(5/17/00) at 60; Exh. AG-3-3. Arthur Andersen also confirmed that the overall amount to be
amortized was reasonable.

The Settlement Agreement clearly provides that the principal amount to be
amortized is grossed up for “income taxes” and recovered as part of the amortization. Exh. AG-
2-5, Settlement Agreement, D.P.U. 85-235, Exh. B (D.T.E. 97-115)(Administrative Notice
Taken)(“Exh. B”). In support of his argument that the surcharge was not intended to be grossed
up for state income taxes, the Attorney General points to the dollar figures used on the Exh. B.
AG Initial Br. at 25. No one disputes that these figures clearly reflect a federal income tax rate of
34 percent.

The doctrine of “exclusion by implication” claimed by the Attorney General to
apply in the Department’s construction of the Settlement in D.P.U. 85-235 and its Exh. B is
inapposite. This “doctrine” is invoked when a contract provides a clear, and arguably extensive,
listing of items or actions intended by the parties to be included as part of the contract or its

performance. AG Initial Br. at 25; see e.g. Hamlen v. Rednalloh Co., 291 Mass. 119, 197 N.E.

149 (1935). If that were the case in this instance, which it is not, an item omitted would be

considered an item intentionally excluded. This theory of law is inapplicable here.
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The applicable rule for construing the Seabrook Settlement Agreement is much
more well known and far easier to understand. In an unambiguous agreement, the plain language

of the contract controls. Cody v. Connecticut General Life Ins. Co., 387 Mass. 142, 146-7, 439

N.E. 2d 234 (1982). A court may find ambiguity where there are two rational interpretations of

the contractual language. Hazen Paper Co. v. United States F idelity & Guaranty Co., 407 Mass

689, 700, 555 N.E.2d 576 (1990). “The object of the court is to construe the contract as a whole,

in a reasonable and practical way, consistent with its language, background and purpose.” USM

Corp. v. Arthur D. Little Systems, Inc., 28 Mass App. Ct. 108, 116, 546 N.E.2d 888 (1989), rev.

denied, 406 Mass. 1104, 550 N.E.2d 396 (1990).

With regard to the Department’s review of the contract, FG&E would make four
points. First, the Settlement refers the reader to the Exh. B fo; a calculation of the amortization.
It is not ambiguous. The Exh. B provides a calculation that in its formula states “Income Taxes.”

The phrase “income taxes” denotes a plural, for more than one kind of taxes. By its plain
language, it is not ambiguous. The Exh. B is intended to recover the income taxes applicable to
the revenues received under the Settlement.

Second, assuming arguendo the language reflects an ambiguity because of the
manner in which the formula was calculated (at the federal tax rate), the record evidence
demonstrates that at the time the Exh. B was calculated, FG&E was in a net operating loss
position (with no tax carry-forwards or carry-backs) and therefore paid no state income tax. Tr.
(5/17/00) at 89-91. This evidence is consistent with FG&E’s position that even though the words
“income taxes” appears, and a federal tax rate was used, FG&E is and always has been entitled to

gross up the amortization for all income taxes, including state income tax.
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Third, assuming the ambiguity is not resolved thereby, the reco%d evidence also
demonstrates that from the minute the amortization was calculated, FG&E consistently booked
state income tax and federal income tax to it. Tr. (5/17/00) at 89-91. These contemporaneous
actions are indicative of the intent of the parties. See Shea v. Bav State Gas Co., 383 Mass. 218,
222-223,418 N.E. 2d 597 (1981).

Fourth, assuming such evidence is still insufficient, the record evidence also
demonstrates that, at the time, the parties were very specific to ensure the Settlement articulated
that the Company agreed to write off 40 percent of its book investment in Seabrook Unit 2.
D.P.U. 85-235. If the parties had intended for the Company to bear the changes in state income
tax as a loss as well, it would have articulated this specifically. Instead, the language indicates
that the amortization is to be adjusted for “Income Taxes.” D.P.U. 85-235, Settlement at Exh. B.

Considering the breadth of the Settlement, it is inconceivable, given the entirety of the
circumstances and the massive losses that FG&E was to suffer, that FG&E would agree to bear
the additional risk of changes in the state income tax structure. In fact, all the evidence, along
with a reasonable construction of the Exh. B, points to the conclusion that it did not.

The Attorney General has continued in this proceeding his incessant efforts to
chip away at an approved settlement that was negotiated over 15 years ago. FG&E took a 40
percent write off of its book investment when it agreed to the Seabrook Settlement. D.P.U. 85-
235 (1985). It agreed to provide ratepayers with the initial benefits, while it waited until the later
years to recoup that which was promised it in the deal. D.T.E. 97-115/98-120 at p. 54.
However, in spite of the 14 percent averaged return on the unamortized balance promised FG&E
in the Seabrook Settlement (and approved by the Department), FG&E has earned under 10

percent return in the whole period. Tr. 4 (5/30/00) at 313-4. In 1998, as a result of the
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Department’s approval of the Plan, FG&E wrote off another $2 million in Investment as part of
the Department’s attempt to ensure that FG&E earned no more than the 14 percent averaged
return bargained for in the agreement. See Tr. 3 (5/30/00) at 312-3; D.T.E. 97-115/98-120 at 55.
FG&E requests that the Department reject the Attorney General’s attempts to reinvent the plain
language of the Seabrook Settlement these many years later, reject the Attomney General’s
attempts to chip away at the remaining benefits in the deal, and recognize that the Seabrook
Surcharge should be amortized as confirmed by the Arthur Andersen audit until the amount owed
FG&E is fully amortized.

The Attorney General’s argument regarding the pro forma calculation is being
heard for the first time on brief, even though the Seabrook state tax issues were addressed in the
Attorney General’s initial prefiled testimony, in his prefiled reply and on the stand during Mr.
Effron’s examination. In spite of multiple opportunities, there is no record support for this new
theory of calculation. It appears to the Company to be completely theoretical. Read at its face
value, the pro forma calculation does not reflect the fact that the Company (when it established
the SAS) did not receive a state tax benefit of the level asserted or implied by the Attorney
General in this calculation. As a result, it is irrelevant to consideration of the appropriate

treatment of state taxes in the SAS. Further, there is not substantial evidence to support it.
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Briefing Questions
Question 1

The Department believes that the reconciliation for this proceeding, D.T.E. 99-110, should cover
the period from March 1, 1998 through September 30, 1999. Future reconciliations shall cover
from October I of the previous year through September 301" of the year in which the annual
reconciliation filing is made. The annual reconciliation filing should be made no later than
December 1 each year. Please comment on these proposed dates for the instant and future
reconciliations.

The Company agrees that these filings should be made no later than December 1 each year
effective January 1 of the following year. The rate covers the period from January | through
December 30 of each year. The Company believes the rate should be calculated based on 9
months of actual data and three months of estimated data for the prior calendar year, and
estimated data for the current "rate" year. All estimates, including the three months of estimated
data in the prior calendar year, as well as nine months of estimated data in the "rate" year would
become actual data in the next filing and fully reconciled. The Company would continue to
estimate the remaining three months of the year that precedes the rate year. This methodology
appropriately matches costs with prices, eliminating as much lag as possible. With this
methodology, the Department would be reviewing the actual data presented, as well as the
reasonableness of the forecast. In future filings, actual data that has previously been submitted
should not be the subject of review. However, since this proceeding is the first substantive
review of FG&E's reconciliation mechanisms, the Company agrees that the reconciliation should
begin with March 1, 1998. Since actual data was provided for October 1999, the Company
recommends this be part of the reconciliation for this filing as well

Question 2

The Department would also like Fitchburg Gas and Electric [Light] Company to file its
reconciliations in a format that is consistent from year to year. The following are elements that
should be part of subsequent reconciliation filings.

* Consistent use of terms with a full explanation if any terms that were used in the previous
reconciliation period have been changed;

The Company agrees that a consistent use of terms will eliminate potential confusion in

subsequent filings. A section consisting of definitions and acronyms included in the filing would

clarify terms and could also serve to identify any of terms that have changed from the previous

filing.

* A section that explains all new terms found in the filing and spells out all acronyms found in
the filing;
See above.
a
* Page numbers for ease of reference;
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This is a reasonable request. The Company is prepared to number its filing by section as
appropriate and with sequential page numbers for the entire document.

* A summary table for all charges (see attached 1able), including the starting balance and
ending balance for the current reconciliation year. If the starting balance for the current
reconciliation year is different from the ending balance from the previous reconciliation
year, there should be a complete explanation of any adjustments that were made;

The Company agrees to prepare the suggested summary table to provide a quick overview and

aid in Department review. The Company's current filing has all the necessary components to

complete this summary.

a

* Line items for individual charges should not include “buried” costs. In other words, if a
certain line item is actually a combination of several costs, that should be fully explained;

In order to simplify the presentation of each reconciliation model, the Company recommends that

an attachment or appendix be included that would show the details for certain line items if it is

actually a combination of several costs.

* and Month-by-month totals for all charges.

This is a reasonable request. FG&E's current filing includes month by month totals for costs.

Please comment on the proposed format for future reconciliation filings.

FG&E believes the adoption of the changes discussed above will aid the Department's review
and lend efficiency to these proceedings in the future.In its initial brief, the AG proposes that
FG&E adopt the format used by Cambridge Electric Light Company and Commonwealth
Electric Company. The AG also suggests that these dockets provide a good illustration of what
supporting documentation should be filed along with the schedules. The Company has done a
preliminary review of Cambridge/Commonwealth's 1999 Transition Charge True-Up Filing and
has found that the basic components, such as tariffs, red-lined tariffs, reconciliations, rate design,
and bill impacts, have been presented in FG&E's reconciliation filing as well.
Cambridge/Commonwealth submitted extensive workpapers as part of their filing. The entire
filing consists of two sizeable volumes, with one volume consisting entirely of workpapers. The
Company does not believe that extensive documentation is needed to ensure a thorough and
reasonable review.However, the Company will provide documentation we believe is appropriate.
Specific documentation that is not provided in the initial filing can be more efficiently obtained
during the discovery process. A random review of cost support, for example, selecting specific
months for cost support, may add efficiency to the process.

VII. CONCLUSION
Wherefore, for all the reasons set forth herein, Fitchburg Gas and Electric Light

Company respéctfully requests that the Department of Telecommunications and Energy grant its
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approval over Fitchburg Gas and Electric Light Company’s December 22, 1999 filing as

modified by Exh. FGE-5 and Exh. FGE-6.

DATED: July 19, 2000

Respectfully submitted,

FITCHBURG GAS AND ELECTRIC LIGHT
COMPANY

By its attorneys,
LEBOEUF, LAMB, GREENE & MACRAE, L.L.P.

Patricia M. French

LEBOEUF, LAMB, GREENE & MACRAE, L.L.P.
260 Franklin Street

Boston, MA 02110

(617) 439-9500

fax (617) 439-0341
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L INTRODUCTION

This brief addresses the issues raised by the Attorney General in his Reply
Brief in this proceeding (AG Reply). As to matters raised by the Attorney General, but
not rebutted in this Reply, FG&E rests on the arguments set forth in the Initial Brief as if
set out fully herein. As to the new arguments and positions presented for the first time in
the Attorney General’s Initial Brief, we note that the Attorney General has offered no
reply. See. e.g. FGE Initial Br. at 18, 28, 34. FG&E contihues to believe each is
unsupported by the record as discussed in the Company's Initial Brief. Id. Attachment A

hereto is the Statement of Facts and Conclusions of Law as requested by the Department.

IL. DISCUSSION

A. The Attorney General's Reply Raises the Implications of Retroactive
Ratemaking

The Attorney General's first position on Reply is that the Department did
not approve FG&E's first two reconciliation adjustments. AG Reply at 2. The only
conceivable reason why FG&E's position -- that this is the third reconciliation adjustment
-- receives such a prominent introduction by the Attorney General is that regulatory
policy mandates that the Department recognize finality in its orders. See Boston
Consolidated Gas Co. v. Department of Publ Utils., 321 Mass. at 265, 72 N.E.2d at 546
(parties have right to look to agency order to ascertain rights and duties secure in reliance
that it cannot be changed). Specifically, the Company is permitted to rely on the final

orders of the Department so that it may conduct its business affairs with stability and



predictability. In addition, changes in final orders that have retroactive effect may be
unlawful. If the Department changes the regulatory direction from order to order, it must
Justify such changes in writing and with substantial evidence. See G.L. c. 30A, §
11(2)(B); Cella, Administrative Law Ch. 6, sec. 245.

The Department is presumed to have fulfilled its mandate and reviewed

each prior filing that it gave approval to take effect. See, e.g., Cushing v. Fire Commr. of

Brookline, 345 Mass. 418, 422, 187 N.E.2d 804, 806; Newcomb v. Board of Aldermen

of Holyoke, 271 Mass. 565, 569, 171 N.E. 826, 827, Parks v. Mayor and Aldermen of

Boston, 25 Mass. (8 Pickering) 218, 228-229. Although the Attorney General claims that

Department approval of Exh. FGE-2, Exh. FGE-3, and Exh. FGE-4 was limited to the
Company's tariffs (AG Reply at 2), in fact the Department stamped the entire filings
approved, with no limiting language. Exh. FGE-4, Exh. FGE-3, Exh. FGE-2. In addition,
the Department's statutory authority to reconcile continually these mechanisms, while
apparently acceptable for interim reconciling filings in any year-long reconciliation

period, is not apparent from St. 1997, ch. 164. Hartford Accident & Indemnity Co. v.

Commissioner of Ins., 407 Mass. 23, 27, 551 N.E. 2d 502, 504 (1990) (the Department,

as an agency created by the legislature, only has such authority as is delegated by the

General Court); Metropolitan Dist. Comm. v. Department of Pub. Utils., 352 Mass. 18,
26, 224 N.E.2d 502, 508 (1967); see City of Newton v. Department of Pub. Utils., 367

Mass. 667, 678, 328 N.E.2d 885, 892 (1975). The prohibition against retroactive
ratemaking appears to be an active concern of the Attorney General, and is of concern to

FG&E as well. See, Boston Edison Co. v. Department of Pub. Utils., 375 Mass. 1, 6, 375

N.E.2d 305, 312 (1978)(retroactive rate is impermissible as a matter of law). The



Department should give full recognition to its prior approvals of FG&E’s reconciliation
filings and reject the Attorney General’s suggestion that it engage in retroactive

ratemaking.

B. FG&E's Transition Cost Adjustment is Lawful and Reasonable

1. The Company's FAS 109 Regulatory Asset is Reasonable
and Lawful and Should be Approved

The Attorney General continues on Reply to claim that "it is not possible
to determine from the Company's records whether it has a surplus or a deficiency in the
generation portion of its deferred income tax reserve." AG Reply at 3. However,
FG&E's accounting methods, principles and practices were in accord with the accounting
requirements of the Department. The record indicates that FG&E's method of mass asset
accounting, which it correctly and accurately employed, does not (and should not)
specifically identify each asset, or the related deferred taxes. See Tr. 4 (5/31/00) at 407.
Therefore, FG&E reasonably utilized allocation methods to assign a portion of the FAS
109 regulatory asset to the generation assets. Tr. 2 (5/17/00) at 87-88. This is the
"reasonable allocation methodology" that Arthur Andersen accepted as part of its audit.
Tr. 4 (5/31/00) at 351. The Attorney General has not given a single plausible reason to
oppose the Department's auditor's recommendation.

The Attorney General also argues that "there is no plausible basis for a
finding that the Company has a generation-related deferred tax reserve deficiency." AG
Reply at 3 citing AG Br. at 16-21; compare Tr. 4 (5/3 1/00) at 407 (AG witness admits
there is). With regard to this claim, the Company notes that the New Haven Harbor

Station was placed in service in 1975, the No. 7 Turbine was placed in service in 1977,



Wyman 4 was placed in service in 1978, and Millstone 3 was placed in service in 1986.
As demonstrated by the record evidence, there most certainly can be (and there 1s) a
regulatory asset related to deferred tax deficiencies for the generation assets

First, in 1977, the Department required the Company to adopt
comprehensive deferred tax accounting for tax timing differences; however, there were
existing book and tax timing difference pre-1977 related to generation assets for which no

deferred taxes were recorded until the adoption of FAS 109 in 1993. See Tr. 2 (5/17/00)

at 87-88.

Second, no deferred taxes were recorded on the timing differences
relating to the equity component of Allowance of Funds Used During Construction
(AFUDC) which would have been incurred on all generating assets. Third, it was not
until a Department order effective April 1, 1983, that the Company began to fully
normalize the tax benefits associated with the debt component of AFUDC (again, this
applies to all generating assets). Fitchburg Gas and Elec. Light Co., D.P.U. 1270 at 221
(1983). Prior to the effective date of this Department order, the Company provided
deferred income taxes on a portion of such benefits as required in a previous order.'
Accordingly, there were book/tax timing differences on a portion of these differences on
which deferred taxes were not provided prior to April, 1983 until the Company adopted
FAS 109 in 1993.

Fourth and finally, under the pre-FAS 109 method of deferred tax

accounting, i.e. APB No. 11, deferred taxes recorded in earlier years were not adjusted in

! The Company's previous rate case to D.P.U. 1270 was F itchburg Gas and Elec, Light Co., D.P.U.
19084 (1977), issued based on a 1976 test year.



later years for changes in tax rates. This is significant in light of the instant controversy
because in fiscal 1985, the Company suffered a significant Net Operating Loss (NOL).
The Company recorded deferred tax benefits (a credit) at the higher tax rate then in effect
of 46%. The reversal of these tax benefit timing differences were recorded at lower
statutory tax rates applicable in later years, i.e., 34%, and not adjusted until the adoption
of FAS 109 in 1993. Ratepayers benefited from the tax timing differences that were
never reversed under APB No. 11.

The Attorney General also claims that "the Arthur Andersen auditors did
not verify the existence of any generation related FAS 109 regulatory asset balance, much
less any particular balance, 'exact' or otherwise; at most, they adopted a 'reasonable’
company estimate of a balance.” AG Reply at 3, citing AG Br. at 16-21. The Attorney
General fails to appreciate that a "reasonable estimate,” in light of each of the parties'
(including the Department's independent auditors') recognition that a balance exists, is
much more accurate and lawful than imputing a balance of zero. See Tr. 4 (5/3 1/00) at
407. Furthermore, the record evidence shows that the estimated balance is not more
speculation. It is a reasonable allocation based on all available data that has been
confirmed by the Department's independent auditors based on Generally Accepted
Auditing Standards. Tr. 4 (5/31/00) at 352-3; Tr. 1 (5/11/00) at 16.

The Department should determine, in light of the record in D.T.E. 97-115
and the facts presented there, what it meant at that time by the independent audit
verifying the "exact” FAS 109 balance. F itchburg Gas and Elec. Light Co., D.T.E. 97-
115/98-120 at 64 - 65. It is inconceivable that the Department intended that an "exact" --

in the sense of Platonian or "perfectly accurate" -- balance would be ascertained, given



the complexity of the application of FAS 109, and in light of the practical difficulty in
ratemaking to determine costs with precise accuracy, due to timing differences, methods
of information gathering and reasoned Interpretations of the law or regulatory policy.
The Department's mandate under St. 1997 is to require that a "comprehensive audit”
assures it that a Company's transition costs are in "substantial compliance" with G.L. c.
164, sec. 1G. See G.L. c. 164, sec. 1G(a)(1). In the instant matter, the comprehensive,
independent audit of Arthur Andersen did Just that. Exh. AG-1. Once again, FG&E
requests that the Department confirm its FAS 109 regulatory asset for recovery as
presented by FG&E in the transition cost adjustment. Exh. FGE-1.

2. The Company's Transaction and Administrative Expenses
are Reasonable and Lawful and Should be Approved

Once again on Reply, the Attorney General misrepresents and
mischaracterizes the Company's filing by asserting represents that the Company secks to
recover over $2.4M in standard offer and default service administrative costs. AG Reply
at 9-10; AG Reply at fn. 4. He repeatedly blurs the distinction between those costs
incurred in the Transition Cost Adjustment as a power supply cost, and those incurred as
part of the establishment of standard offer and default service. AG Reply at 10-12. This
difference is as distinct as the restructured functions of energy supply on the one hand,
and the functions of distribution and transmission on the other.

As clearly articulated in FG&E's Initial Brief, and provided to the
Attorney General in Exh. AG-1-18 (attached hereto as Attachment B), FG&E included in
its residual value credit $208,210 for transaction and administrative expenses related to

its divestiture of New Haven Harbor Station, and in its variable component, $1,873,893



of transaction and administrative expenses related to the divestiture of its entitlements in
its purchased power contracts, Millstone 3 and Wyman 4. Exh. AG-1-18 (Att. B, Col. I,
Col. J); Exh. AG-RR-15. The amount applicable to power supply, $2,082,102, is fully
mitigated and is just one percent of the total value of the portfolio being divested. FGE
Initial Br. at 20. Both the amount and the activity for which it was incurred are within
reason. FGE Initial Br. at 20.

Contrary to the Attorney General's assertions, there is nothing "circular”
(AG Reply at 11) about identifying those reasonable costs that directly bring about a
state-mandated event, that is asset divestiture, as costs that were occasioned by it. FGE
Initial Br. at 21-24. Further, although the Attorney General argues that the General Court
defined the elements of the transition charge (AG Reply at n.5), we note that neither the
mitigation incentive (as defined in the Restructuring Settlements and in addition to a
return on the fixed component of the access charge), the deferred undercollection
associated with the transition cost, nor the recovery of revenues sufficient for state and
federal income taxes are articulated in St. 1997. Yet the Department authorizes such

recovery. See Western Massachusetts Elec. Co., D.T.E. 97-120 at 7. (1999). Consistent

with a constitutional interpretation of the Act, these costs are appropriately included in

FG&E's Transition Cost Adjustment. See FGE Initial Br. at 20-24; see also.Boston

Edison Co., D.T.E. 98-119, 198-126 at 31 (1999) (the General Court could not have
anticipated every contingency in implementation of the Restructuring Act, nor did it try
to).

B. The Company's Standard Offer Service Revenue Reconciliation
Adjustment is Lawful and Reasonable and Should be Approved.




As described above, the balance of administrative and general expenses
associated with restructuring FG&E's electric division operations to provide retail choice,
$992,889, was allocated to the administrative and general costs incurred to establish
standard offer and default service pursuant to FG&E's Plan and the Restructuring Act.
See, FGE's Initial Br. at 27; Exh. AG-1-18 (Att. B, Col. E).

The Attorney General persistently claims that these costs are the same
costs (“identical in function, if not in exact form”) as those included in the Company’s
distribution rates. AG Reply at 12. However, the Company articulated in the record how
and why these costs are not the same as costs represented in the rate level approved for its
distribution service. FG&E Initial Br. At 25-28.

In the face of this, the Attorney General produced no substantial evidence
to show that the administrative costs associated with procuring, establishing and
maintaining standard offer service are services “identical in function” to distribution
service, and not in addition to it. The Attorney General produced no substantial evidence
to show how LERS/Logica is “identical in function” to some equivalent activity in
distribution service, and not in addition to it. The Attorney General produced no
substantial evidence to show how the activities undertaken to effectuate a complete
restructuring of the Company, to accommodate the General Court’s requirement that
standard service be offered and to provide retail choice, are activities “identical in
function” to those historically associated with distribution service, and not in addition to
it.

His position founders. For these reaéons, as well as those articulated in the

Company’s Initial Brief, FG&E’s Standard Offer Revenue Reconciliation Adjustment



should be approved.

C. The Company Correctly Calculated the Seabrook Asset

In spite of the running stream of sarcasm used by the Attorney General in
his Reply, see, AG Reply at 5 - 9, this issue is not trivial. In addition to the 40 percent
write-off taken during the year of the Settlement, the $2.0 million write-off taken
following the Department's Order in D.T.E. 97-115, and the fact that the Company is
unlikely ever to earn the averaged 14 percent return it bargained for, FG&E will be forced
to take an additional $1.2 million write-off of the Seabrook Asset if the Attorney General
prevails through his misinterpretations and mischaracterizations in this proceeding. This
is no "bid for sympathy." AG Reply at 9. The Company's bargained-for 14 percent return
has been disrupted by the accelerated write-off due to sales growth. Exh. RR-DTE-3.
The Attorney General's apparent disregard for the harsh and severe regulatory and
financial impact of this Settlement over time does not strengthen his arguments. The
write-offs have had a real, bottom-line impact.

The Company should be able to rely on the Arthur Andersen Audit to
demonstrate the appropriate level of the Seabrook asset. However, the Attorney General
continues to claim that the auditors from Arthur Andersen "did not read" the Seabrook
Settlement. AG Reply at 9. This misrepresents the record. Mr. Moriarty only testified
he was unfamiliar with the Settlement. Tr. 3 at 337. However, the record is clear that
Arthur Andersen correctly and completely met each of the protocols established by the
Department and provided in the Report. Exh. AG-1. The only reasonable conclusion

therefore, based on the evidence, is that someone else from the audit team read the
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Seabrook Settlement to confirm its consistency. The Attorney General never asked this
question.

The Company continues to believe the Arthur Andersen evaluation and
audit were sound, and this is buttressed by the applicable law and substantial evidence
presented to the Department in this proceeding.

The foundation of the Company's legal argument, which the Attorney
General misrepresents but does not even try to rebut, is that the plain language of the
agreement controls, and where such language is subject to two reasonable interpretations,
extrinsic evidence may be admitted to demonstrate the parties’ contemporaneous intent.
FG&E Initial Br. at 32. The Attorney General is incorrect when he argues that the plain
language of the term "income taxes" does not control the Department's interpretation of,
and its prior approval of, the Seabrook Settlement. AG Reply at 9.

FG&E has confidence that its interpretation of the phrase "income taxes"
reflects the .term's common usage. The Attorney General's counter argument (AG Reply
at 5-9) falters in light of the definition in Black's law dictionary: "income tax. A tax on

an individual's or entity's net income.” BLACK'S LAW DICTIONARY (West, 1999).

Naturally construed, then, "income taxes" are the taxes (plural) on an entity's net income.
The Attorney General's argument on Reply is weak at best when one considers the
ordinary meaning attributed to the words "income taxes."

FG&E also has conﬁdence_in the strength of the extrinsic evidence in the
record demonstrating the intent of the parties to have the revenue requirement be net of
all taxes, including both state and federal income taxes: (a) FG&E's contemporaneous

actions in recording both state and federal taxes as they were incurred; (b) the fact that
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FG&E was suffering net losses which caused it not to pay state income tax in 1985 when
the case was settled and Exh. B created; (c) the Settlement's assurance of a 14 percent
averaged return; and (d) the total absence in the Settlement of any specific written intent
to reduce FG&E's recovery of the return by the varying amounts imposed over time by
state tax. FG&E's Initial Br. at 32-33.

The Attorney General's Reply flounders in light of the consistency in rate
proceedings and in the Department's restructuring orders to ensure that the proper return

in a rate proceeding, or in the calculation of transition cost, include "revenues sufficient

to provide for . . . a combined state and federal income tax [ ]." See, e.g. Western
Massachusetts Elec. Co., D.T.E. 97-120 at 7 (1999). The genesis of this regulatory
consistency is a 1922 precedent of the United States Supreme Court.

In Galveston Elec. Co. v. Galveston, the Supreme Court determined that
all taxes were operating costs rather than reductions of investors' returns, and were
necessary in the calculation of a fair return. Galveston, 258 U.S. 388, 399 (1922).

"In calculating whether a [certain rate] will yield a proper return, it is
necessary to deduct from gross revenue the expenses and charges;
and all taxes which would be payable if a fair return were earned are
the appropriate deductions. There is no difference in this respect
between state and federal taxes, or between income taxes and

others."

Id.; see also Georgia Ry & Power Co. v. Railroad Comm'n, 262 U.S. 625, 632-33.

Accordingly, in practice since 1922, each of the many "kinds of taxes -
property, income, sales, franchise, social security, and miscellaneous taxes - are classified
as reasonable costs of service." C. Phillips, THE REGULATION OF PUBLIC UTILITIES (3RD

ED.), at 260 (PUR, 1993). A fair return, such as the averaged 14 percent required under

12



the Seabrook Settlement, cannot be determined without a gross-up for state and federal
income taxes, and given such precedent and the soundness of the premise, the Company
had no reason, nor does the Attorney General proffer one, to bargain away this part of its
recovery. See, FG&E's Initial Br. at 33 (absurd to assume FG&E would bargain using
the vagaries of the state tax structure). Because of the demands of this regulatory
precedent, the Attorney General must do more than claim that the number in the Exh. B
to the Seabrook Settlement indicates a federal return (FG&E has already explained
through extrinsic evidence why that is s0).> The Attorney General must produce
additional, affirmative evidence as to why the words of the Settlement or the Exh. B fail
to limit the return to a level net of federal income taxes only. He has flatly failed to meet
this burden.

There is extensive precedent in the area of promissory notes and bank
drafts that words control over figures unless the words themselves are ambiguous.
Uniform Commercial Code, Art. 3, sec. 3-114 (if an instrument contains contradictory
terms, typewritten terms prevail over printed, handwritten terms prevail over both, and

words prevail over numbers). France v. Ford Motor Credit Co., 323 Ark. 167 (1996);

Gray v. Venters, 92 N.C. App. 589 (1989); United States v. Hibernia National Bank, 841

F.2d 592 (1988); Smith v. Rushing Construction Co., 84 N.C. App. 692 (1987); Mees v.

Canino, 31 Colo. App. 514 (1972). While not controlling, this form of analysis clearly

? The Attorney General once again introduces extra-record cites by referencing a Settlement
Agreement in D.P.U. 86-21-A that is not in evidence. The Attorney General has failed to demonstrate the
relevance of D.P.U. 86-21 to the Seabrook Amortization, except perhaps that it was in a docket related to
changes in the federal income tax. Nevertheless, in FG&E's view, it has nothing to do with the Seabrook
Settlement's interpretation or construction.
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lends further credence to FG&E's interpretation of the Settlement's Exh. B.

Having already flowed through substantial benefits to customers under the
Settlement Agreement approval 15 years ago, it would be inequitable and unjust to now
reinterpret the plain terms of a Settlement Agreement and abrogate the finality of the
Department’s orders. Therefore, the Company respectfully requests that the Department
affirm the decision of its independent auditors and confirm the Company's ability to

recover the Seabrook Asset unimpeded by future attacks on the remaining balance.

III. CONCLUSION
Wherefore, for all the reasons set forth in its Initial Brief and in this Reply

Brief, Fitchburg Gas and Electric Light Company respectfully requests that the
Department of Telecommunications and Energy approve its Electric Rate Reconciliation

Adjustment filing, Exh. FGE-1, as modified by Exh. FGE-5 and Exh. FGE-6.

Respectfully submitted,

FITCHBURG GAS AND
ELECTRIC LIGHT COMPANY

By its attorneys,
LEBOEUF, LAMB, GREENE & MACRAE, L.L.P.

C AL

Patricia M. French

LEBOEUF, LAMB, GREENE & MACRAE, L.L.P.
260 Franklin Street

Boston, MA 02110

(617) 439-9500

Dated: August 2, 2000
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STATEMENT OF FACTS AND CONCLUSIONS OF LAW

1. This proceeding was initiated by the Department of Telecommunications and
Energy (“Department”) to investigate the 1999 annual electric rate reconciliation filing (Exh.
FGE-1) of Fitchburg Gas and Electric Light Company (“FG&E” or “Company”).

2. FG&E filed its Restructuring Plan pursuant to St. 1997, ch. 164 (“the Act”).
See Fitchburg Gas and FElec. Light Co., D.T.E. 97-115/98-120 (Jan. 15, 1999); G.L. c. 164, sec.
1A(a).

3. Exh. FGE-1 uses the methodology and structure identified in the Company’s
tariffs and in its Plan: transition cost reconciliation adjustment mechanism, standard offer service
cost reconciliation adjustment mechanism, default service cost reconciliation adjustment, and
transmission (external/internal) service cost adjustment mechanism. Tr. 2 (5/17/00) at 49-50;
Exh. FGE-1 at Tab D.

4. = The methodology, structure and content of Exh. FGE-1 is lawful and
consistent with its approved plan and the Act.

5. These mechanisms, along with the costs included, were presented to the
Department, and approved by the Department for implementation, in the Company’s previous
reconciliation filings. See Exh. FGE-2, Exh. FGE-3, Exh. FGE-4.

6. Because retail access took place on 3/1/98, a year prior, FG&E made its first
reconciliation on 5/5/99. Exh. FGE-2. This filing was approved by the Department on 5/31/99

Exh. FGE-4.



7. In order to accommodate the Restructuring Act’s requirements that FG&E's
rates reflect a 15% discount on September 1, 1999, FG&E made a July 30, 1999 filing in order to
have tariffs on file to implement the discount on a timely basis. Exh. FGE-3.

8. This July 30 filing was supplemented as a result of discussions with
Department staff and the supplemental materials were stamped approved by the Department on
August 27, 1999. Exh. FGE-2.

9. The filing under scrutiny in this proceeding, Exh. FGE-1, is the third
reconciliation since the filing of FG&E's compliance tariffs in March of 1999. |

10.  Itis the first investigation of an FG&E annual electric rate adjustment
mechanism filing since the completion of the Department-initiated formal audit of FG&E,
conducted by the Department's independent auditors, the consulting and accouﬁting firm of
Arthur Andersen. Exh. AG-1; Exh. AG-2.

11.  FG&E’s reconciliation mechanisms should recover all reasonable costs that
are consistent with the mandates of the Act constitutionally interpreted.

12. Where the Act does not either grant or prohibit recovery of the costs included
by FG&E in the mechanisms, such reasonably incurred costs are appropriate for recovery if they
are substantially consistent with the Plan and G.L. c. 164.

13.  The Department, as an agency created by the will of the legxslature has only
the authority delegated by the General Court. Hartford Accident & Indemnity Co. v.
Commissioner of Ins., 407 Mass. 23, 27, 551 N.E.2d 502, 504 (1990); Metropolitan Dist.

Comm’n v. Department of Pub. Utils., 352 Mass. 18, 26, 224 N.E.2d 502, 508 (1967).

14, The Department possesses a broad grant of authority to regulate the ownership

and operation of regulated electric and gas companies in the Commonwealth. G.L. c. 164, sec.



76; Cambridge Elec. Light Co., D.P.U/D.T.E. 97-111, at 17 (1998); Boston Edison Co., D.P.L.
97-113 (1998).

15.  The Department's authority was supplemented by the Act. Boston Edison
Co., D.P.U./D.T.E. 96-23, at 9 (1998).

16.  Implementation of the Act must be done “with a consideration ‘of the statute’s
purpose and history.”” Cambridge Elec. Light Co., D.P.U./D.T.E. 97-111 at 14 (1998), citing
Sterilite Corp. v. Continental Casualty Co., 397 Mass. 837, 839 (1986).

17. When reviewing a company's proposal to sell its generating units, the
Department considers the consistency of the proposed transaction with the company's
restructuring plan, or as appropriate the company's restructuring settlement, and the Act. See,

¢.g., Boston Edison Co., D.T.E. 97-113 (1998); Massachusetts Elec. Co., D.T.E. 96-25 (Phase I7)

(1997); Massachusetts Elec. Co., D.P.U./D.T.E. 97-94 (1998); Cambridge Elec. Light Co.,

Commonwealth Elec. Co., Canal Elec. Co. Asset Divestiture, and Eastern Edison Co. and

Montaup Divestiture, D.T.E. 98-78/83 (1998).

18.  The Act provides that all proceeds from any such divestiture of generating
facilities "that inure to the benefit of ratepayers, shall be applied to reduce the amount of the
selling electric company's transition costs.” G.L. c. 164, sec. 1A(b)(3).

19. Once the Department has approved a company's restructuring plan or
settlement as consistent or substantially compliant with the Act, the Department approves the
proposed ratemaking treatment of the proceeds of a divestiture if the proposed treatment is
consistent with the approved restructuring plan or settlement.

20.  The Department evaluates standard offer proposals in terms of their effect on

the development of competitive generation markets, as well as for compliance with the Act's



specific requirements with regard to, inter alia, rate reduction and competitive procurement.

G.L. c. 164, sec. 1B(b); see Fitchburg Gas and Elec. Light Co., D.P.U./D.T.E. 97-115/98-120, at

20.

21.  The Department’s standard of SOS review ensures that standard offer service
will “facilitaté the transition to retail competition by establishing a schedule of generation or
supply rates that increase over time, thereby encouraging customers to move into the competitive
market during the transition period of standard offer service.” Fitchburg Gas and Elec. Light
Co., D.P.U./D.T.E. 97-115/98-120 at 16, 20.

22.  The Department must ensure, at a minimum, that companies subject to it are
not precluded from recovering the transition costs explicitly allowed them by the Act. Cambridge

Elec. Light Co., D.P.U./D.T.E. 97-111 at 38.

23. The Act must be interpreted, within all reasonable parameters, ““so as not to
render it contrary to the terms of the Constitution.” See Cambridge Elec. Light Co.,

D.P.U/D.T.E. 97-111 at 38, citing Federal Power Comm’n v. Hope Natural Gas Co., 320 U.S.

591, 605 (1944), Commonwealth v. S.S. Kresge Co., 267 Mass. 145, 148 (1929); Hayes v. City
of Brockton, 313 Mass. 641, 645-6 (1943).

24, A company’s actions are prudent if, based on all it knew or should have
known at the time, the company’s actions were reasonable in light of the circumstances that then
existed. Boston Edison Co., D.P.U. 906 at 15; Boston Gas Co., D.P.U. 93-60 at 24 (1995).

25.  “Where the Department determines that the [Company’s] actions were
reasonable and prudent, the costs associated with those actions generally qualify for recovery

from ratepayers.” Model Rules, D.P.U. 96-100 at 260.



26. The substantial evidence rule permits the Department to consider any
evidence if it is the kind of evidence *“a reasonable mind might accept as adequate to support a

conclusion.” Almeida Bus Lines. Inc. v. Department of Pub. Utils., 348 Mass. 331, 341, 203

N.E.2d 556, 563 (1965); See G.L. c. 30A, sec. 11(2); Alexander J. Cella, Administrative Law and
Practice, 38 Mass. Practice Series, Ch. 6, sec. 245.

27. The Department is bound by the “substantial evidence rule.”

28.  The Department may not create or infer substantial evidence of an adverse

nature merely be rejecting a party’s supporting testimony or evidence. See Cohen v. Board of

Registration in Pharmacy, 350 Mass. 246, 251-2, 214 N.E.2d 63, 67 (1966); see also Salisbury

Water Supply Co. v. Department of Pub. Utils., 344 Mass. 716, 721, 184 N.E.2d 44, 47 (1962).

29.  Inits approval of the Plan, the Department issued a number of directives in
D.P.U/D.T.E. 97-115/98-120 that required the Company to modify the Plan. Tr. 2 (5/17/00) at
59-60; Exh. DTE-4-2; Exh. DTE-4-3.

30. The Company complied with each of those directives and each of the
Department’s requirements. Tr. 2 (5/17/00) at 60; Exh. DTE-4-2; Exh. DTE-4-3.

31.  The change undertaken by the Company to institute retail access for its
customers is in no uncertain manner unprecedented. Tr. 2 (5/17/00) at 62.

-32.  As aresult of the Commonwealth's mandates in the Act, the Company
divested its entitlements in its purchased power portfolio, divested its joint owned entitlements
and an ownership interest in its generating assets, and has exited the power supply business in
order to permit its franchise customers access to competitive power suppliers. Tr. 2 (5/17/00) at

62; Fitchburg Gas and Elec. Light Co., D.T.E. 99-58 (1999); Fitchburg Gas and Elec. Light Co.,



D.T.E. 98-121 (1998); see also Fitchburg Gas and Elec. Light Co., D.P.U.C. 98-12-23

(Connecticut, 1998).

33.  The Company has mitigated all of its transition costs, including the costs

associated with administrative and transaction costs. Tr. 2 (5/17/00) at 66; see also D.T.E. 99-58

(1999).

34.  Exh. FGE-1 contains models that cover actual data from March 1998 through
February 1999, with the exception of the default model, which covered actual data from March
of 1998 through December of 1998 only. Tr. 2 (5/ 17/00) at 54.

35.  The May 5, 1999 filing did not increase rates but reconciled and reset certain
rates for effect June 1, 1999. The filing was stamped approved by the Department. Exh. FGE-4.

36.  Inthe Company's July 30, 1999 filing, the reconciliation covered the period
March 1998 through December 1999 (actual data through June of 1999). Exh. FGE-3; Tr. 2
(5/17/00) at p. 54.

37.. The July 30 filing implemented the statutory requirement that rates be .
adjusted to produce a 15 percent rate decrease on September 1, 1999. Tr. 2 (5/17/00) at p. 54;
G.L. c. 164, sec. 1(B)(b).

38. The July 30 filing included the results of the Company's power supply
divestiture, the recommendations of the Arthur Andersen audit and the change in rate caps for
inflation. Tr. (5/17/00) at 54; Exh. FGE-3; G.L. c. 164, sec. 1B(d).

39.  The Company's July 30, 1999 filing reflected additional guidance provided by
the Department on August 27, 1999 on the issues of the inflation adjustment and rate design

issues. FGE-2; Tr. 2 (5/17/00) at 54.



40.  The filing was approved on August 29, 1999, and the 15 percent rate |
reduction was implemented as of September 1, 1999, as required by the Act.

41.  The Act required the Department to conduct a formal audit of the transition
costs approved for recovery. M.G.L. c. 164, sec. 1G(a)(1).

42. The Department engaged Arthur Andersen to conduct the audit. Tr. 1
(5/11/00) at 5.

43.  The proposal of Arthur Andersen established a detailed work program with 60
to 70 audit procedures. Tr. 1 (5/11/00) at 6.

44. At the conclusion of the audit, Arthur Andersen issued a report. Tr. 1
(5/11/00) at 7 (Fitchburg Gas and Electric Light Company Calculation of Transition Charge
Together with Report of Independent Public Accountants’ Report on Applying Agreed-Upon
Procedures).

45.  The Arthur Andersen audit team conducted its audit pursuant to generally
accepted auditing standards (GAAS) and applied generally accepted accounting principles
adding, in FG&E’s case, significant additional procedures to test the controls and information
reporting for FG&E. Tr. 1 (5/11/00) at 16.

46.  Arthur Andersen has not audited FG&E before this engagement. Tr. 4
(5/31/00) at 330.

47. FG&E implemented each of thé recommendations contained by Arthur
Andersen in its report to the Department. Tr. 4 (5/31/00) at 242.

48.  The transition cost adjustment is calculated in accordance with the Company's

tariff, MDTE No. 36. Tr. 2 (5/17/00) at 52.



49. The uniform transition charge, required pursuant to Department order. was set
at .01290 per kWh in order to meet the required rate cap. See Tr. 2 (5/17/00) at 52; Fitchburg
Gas and Elec. Light Co., D.P.U./D.T.E. 97-115/98-120 (1999) at p. 40.

50.  The transition cost adjustment is calculated by adding the reconciliation for
1999 to the total forecast costs for 2000. Tr. 2 (5/17/00) at 52.

51. The Company's 1999 reconciliation would have mathematically generated an
adjustment of $0.01166 per kWh. Tr. 2 (5/17/00) at 52; Exh. FGE-1 at Tab D, p. 110.

52.  Because the Company is subject to the statutory rate cap, the Company
proposed an adjustment of $0.00, resulting in an undercollection. Tr. 2. (5/17/00) at 52-53; Exh.
FGE-1 at Tab D, p. 110.

53.  In Exh. FGE-1, the Company made a calculation that adjusted the value of the
FAS 109 balance, according to a calculation that was reviewed by and an adjustment that was
recommended by the Department’s independent auditors of FG&E’s transition cost, Arthur
Andersen. Tr. 4 (5/31/00) at 351; Exh. AG-2-10.

54.  FG&E is entitled to recover in future rates unrecovered Deferred Tax
Liabilities which, until the adoption of FAS 109 in 1993, were not "normalized" for certain
timing differences for book accounting and ratemaking purposes.

55.  The Company recalculated the FAS 109 estimate contained in its original
Plan. Tr. 2 (5/17/00) at 87.

56.  Inlight of the historic nature of the information available, the dated nature of
the calculation from 1992, and the impact of mass asset accounting, the Company was required

to use an allocation methodology to calculate FAS 109 by component. Tr. 2 (5/17/00) at 87-88.



57. The Company calculated its FAS 109 by looking at the deferred taxes related
to depreciation for generation assets as they relate to deferred taxes and depreciation for all
assets, and allocated FAS 109 accordingly. Tr. 2 (5/17/00) at 88.

58.  The calculation and allocation methodology resulted in a $2.2 million
decrease in the FAS 109 Regulatory Asset as compared to the Plan. Tr. 2 (5/17/00) at 88.

59.  The Department’s independent auditors found the FAS 109 calculation and
the allocation methodology proposed by FG&E for transition cost recovery to be reasonable and
in accordance with the accounting principles proscribed in FAS 109. Compare Tr. 4 (5/31/00) at
352-3 with Tr. 4 (5/31/00) at 407.

60.  The FAS 109 balance included in Exh. FGE-1 is reasonable and should be
approved. Tr. 3 (5/30/00) at 306.

61. Calendar-year recovery of the return in the first year of retail access was
identified in the Company's Restructuring Plan. ‘Exh. DTE-4-1, Tab E; see D.P.U./D.T.E. 97-
115/98-120 (plan approved); Tr. 2 (5/17/00) at p. 75.

62.  The return contained in the Plan consists of 12 months of return recovered in
the appropriate 10 months, for the first year of retail access only. Tr. 4 (5/31/00) at 300-1.

63. FG&E filed for an effective rate of a 12 month return in the first (10 months)
year of retail access, consistent with FG&E’s approved Plan. Tr. 2 (5/17/00) at p. 75.

64. FG&E included a return in its transition charge for the capital additions placed
into service after 12/31/95 for the period of the retail access date (after 3/1/98) through the date

of divestiture. Exh. FGE-1; Tr. 2 (3/17/00) at 80.

65. This return was consistent with its Plan. Exh. DTE-5-25.



66. The appropriate place to earn the carrying charge for these plant additions is
in the fixed component of the access charge. Tr. 2 (3/17/00) at 80; Tr. 3 (5/30/00) at 290.

67.  FG&E included transaction and administrative costs incurred by FG&E since
1997 to effectuate the many aspects of industry restructuring. See Exh. AG-1-11; Exh. AG-1-18.

68. The Company has included $208,210 in its residual value credit for
transaction and administrative costs associated with the divestiture of its ownership interest in
New Haven Harbor Station. Exh. AG-1-18.

69.  FG&E has included $1,873,893 of transaction and administrative cost in the
variable component of the transition charge for the divestiture of its purchased power, Millstone
3 and Wyman 4 entitlements.

70.  The total cost included for transition and administrative expenses, $2,082,102,
is approximately one percent (1%) of the total value of the generation assets aﬁd purchased
power portfolio divested by FG&E.

71. None of the costs included are costs for which the distribution company was
prepared or for which it is responsible to absorb as a matter of law or regulatory policy. Tr.
(5/30/00) at 272-275; Exh. AG-1-18.

72.  Transaction and administrative costs, reasonably incurred, are eligible for
recovery in the respective area of these reconciliation mechanisms to which the cost pertains.
See Exh. AG-1-11.

73. Transaction and administrative costs associated with restructuring are
correctly recovered as part of the cost of divesting generation and purchased power contracts.

74.  Reasonable costs of achieving mitigation are a component of transition cost.

G.L. c. 164, sec. 1) (mitigation is any market value in excess of net book value)
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75.  Divestiture proceeds are net of tax effects and less any other adjustments
approved by the Department that inure to the benefit of ratepayers. G.L. c. 164, sec. 1A(b)(3)
(d).

76.  FG&E’s Plan permits economic buy-out payments to include all reasonable
payments associated with costs incurred to reduce payments under the long-term contracts. Exh.
DTE-4-1, Exh. 1, p. 6.

77.  Itis appropriate for the Company to continue to recover such transaction and
administrative costs through the variable component of FG&E’s transition cost. Tr. (5/17/00) at
62; Exh. AG-1-11.

78.  The Department has held that the Act "must be interpreted as not to render it
contrary to the terms of the Constitution.” Cambridge Electric Light Co., D.P.U/D.T.E. 96-23, at
31-32

79.  The use of the 1995 cost study by the Attorney General is contrary to the
Department's procedural rules regarding the introduction of evidence on brief without a motion.

80.  The 1995 cost study does not include any of the additional activities directly a
consequence of the Commonwealth’s mandate for retail access. Exh. RR-AG-8; Exh. RR-AG-
12; Exh. AG-1-11 (LERS/Logica).

81.  The means of getting to a reformulation of the industry necessarily required
the assistance of consultants, financial experts, lawyers and service company personnel.

82. The requirements of the statute created unavoidable incremental costs for
FG&E which are properly recovered as part of the costs incurred by it to accomplish the
legislative end, that is, retail access to all customers and the permanent restructuring of the

Company's business. Tr. 2 (5/17/00) at 63.
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83.  The transaction and administrative costs in Exh. FGE-1 are the costs.of
implementing divestiture, unbundling and provision of customer choice. Tr. 2 (5/17/00) at 63;
Exh. AG-1-18.

84.  These are extraordinary costs that were not included in the 1995 cost of
service study used to unbundle FG&E's rates. See Exh. AG-2-2.

85. The Company’s standard offer service was implemented in order to assist
customers in the transition to the competitive market. Exh. DTE-4 at V.1.

86.  Standard offer service is a new service; it is in no way part of the bundled
electric service formerly provided by the electric division of FG&E. Tr. (5/17/00) at 62-3.

87. Standard offer service would not have been possible to provide without a
complete restructuring of FG&E’s bundled electric operations. Exh. DTE-4 at V.2.

88.  The Attomney General's reference to FG&E's comments in D.T.E. 99-60 are
inapposite.

89.  There is no need to move non-power costs from the distribution component of
customers' bills. In D.T.E. 99-60, there was discussion about moving an allocated share of costs,
such as bad debt and collection costs, metering, billing, account maintenance and customer
service costs, to the Default Service price. FG&E did not/does not support that idea. Bad debt
and collection costs, metering, billing, account maintenance and customer service costs are the
normal operational costs that are part of distributibn rates.

90.  The costs presented in Exh. FGE-1 are not distribution costs and are not part
of FG&E's distibution rates.

91.  In Exh. FGE-1, the standard offer service revenue reconciliation adjustment is

calculated in accordance with the Company's tariff MDTE No. 44.

12



92. The standard offer revenue reconciliation adjustment is calculated by adding
the reconciliation for 1999 to the total forecast costs for 2000. Tr. 2 (5/17/00) at 53; Exh. FGE-1
at Tab D, p. 110.

93. The Compémy's 1999 reconciliation would have mathematically generated an
adjustment of $0.01799 per kWh. Tr. 2 (5/17/00) at 53; Exh. FGE-1 at Tab D, p. 110.

94.  Because the Company is subject to the statutory rate cap, the Company
proposes an adjustment of $0.00, resulting in an undercollection. Tr. 2. (5/17/00) at 53; Exh.
FGE-1 at Tab D, p. 110.

95.  LERS/Logica has no other purpose but to facilitate standard offer service,
default, and competitive power supply markets. Exh. RR-AG-8; Exh. RR-AG-12; Exh. DTE-1-
2; Exh. AG-1-12.

96.  The Company identified its intent to implement the LERS/Logica load
estimating system in the Plan filed in 1997. Exh. DTE 1-4 at Tab D, VII.2-VII-4.

97.  LERS/Logica would not have been necessary “but for” the institution of
standard offer service and competitive power markets. Exh. AG-1-12.

98. A restructuring company providing standard offer service cannot be precluded
from collecting “all of the reasonable costs incurred in providing standard offer service at the
mandated rate reductions. . .” Cambﬁdge Elec. Light Co., D.P.U/D.T.E. 97-111 at 37; Exh. AG-
1-12.

99. FG&E's Plan provides that the standard offer service reconciliation must
include a reconciliation of the “revenues billed to retail customers taking [standard offer service]

with the costs incurred to provide the service.” Exh. DTE-4-1, at Tab D, V.5-V.6.

13



100.  The tariff, MDTE No. 44, provides that “revenues billed to retail customers
taking [standard offer service] with the costs incurred to provide the service.”
101.  The Department approved the recovery of standard offer costs in the SOS

reconciliation. D.P.U./DTE 97-115 at 73-74.

102.  The costs incurred by FG&E include the costs of the standard offer auction
(Exh. DTE-4-1 at V.2-V.5), the contract negotiations, the regulatory proceedings to ensure
approval, and an allocation of the restructuring costs incurred by FG&E to understand the
reformulation of the Massachusetts electric industry and associated with restructuring its
operations to permit standard offer service. Exh. RR-AG-8; Exh. AG-1-11.

103.  The recovery of these costs is not only consistent with FG&E’s Plan and its
tariffs, it is consistent with a constitutional interpretation of the Act.

104.  The Supreme Court has stated that the Takings Clause bars “[g]overnment
from forcing some people alone to bear public burdens which, in all fairness and justice, should
be borne by the public as a whole.” Armstrong v. United States, 364 U.S. 40, 49 (1960); see also

McAndrews v. Fleet Bank of Massachusetts, 989 F.2d 13, 18 n. 7 (1% Cir. 1993).

105.  The Department has permitted administrative costs to be recovered as part of
default service, another statutorily mandated service established by\the Act. Default Service
Pricing, D.T.E. 99-60-B (2000).

106.  They are appropriately recoverable in kind and amount under the standard
offer revenue reconciliation adjustment mechanism.

107.  The Attorney General's proposal that FG&E's 1998 power supply costs for
standard offer and default service should be limited to the power supply costs embedded in, or

that can be imputed from, a 1983 base rate proceeding is devoid of record support.
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108. G.L.c. 164, sec. 1B(d) requires each distribution company to provide a
default service, that such service be competitively procured, that the rate comport with the Act,
and that default service permit a uniform payment option. G.L. c. 164, sec. 1B(d).

109. The Department implemented rules to establish default service. 220 C.M.R.
sec. 11.04.

110.  The Department also required the distribution companies to use their standard

offer service price as the proxy for the rate established by the Act. See Investigation by the

Department of Telecommunications and Energy on its own Motion into the Pricing and
Procurement of Default Service Pursuant to G.L. c. 164, sec. 1B(d), D.T.E. 99-60-B (June 30,

2000).

111.  The Department also permits companies to include the incremental
administrative costs associated with providing default service in the default service price.
Default Service, D.T.E. 99-60-B at 19 (the inclusion of administrative costs in the price of
default service sends the right price signal).

112.  The default service adjustment is calculated in accordance with the
Company's tariff MDTE No. 46. Tr. 2 (5/17/00) at 53-54; Exh. FGE-1 at Tab D, p. 116.

113.  The Company's tariff requires that at the end of each calendar year the
Company reconcile any balances as a credit or charge on its transition cost. Tr. 2 (5/17/00) at

54.

114.  Since the transition cost adjustment was set at the maximum amount under the
rate cap, the Company rolled the default service balance into the transition charge. Tr. 2

(5/17/00) at 53; Exh. DTE-5-23.
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115.  The external transmission charge recovers on a fully reconciling basis the
FERC-approved billings to the Company, associated with the Regional Transmission Group.

Exh. DTE-4 at IV.3.

116. The external transmission charge also recovers costs associated with the
Independent System Operator or any other transmission provider and which the Company has
authorization to recover from retail customers. Exh. DTE-4 at IV.3.

117.  The Department approved the Company’s recovery of an external
transmission charge. D.P.U./D.T.E. 97-115 at 1,31; Exh. DTE-4-1.

118.  The external transmission charge is calculated in accordance with the
Company's tariff MDTE No. 35. Tr. 2 (5/17/00) at 51.

119.  The internal transmission component recovers fully (1) the transmission
charges applicable to retail customers under the Company’s FERC-approved Open Access
Transmission tariff; and (2) the Company’s Pool Transmission facilities revenue requirement as
included in NEPOOL’s Open Access Transmission tariff. Exh. DTE-4-1 at IV.3.

120.  The Department approved the Company’s recovery of an internal transmission
charge. D.P.U./D.T.E. 97-115 at 1; Exh. DTE-4-1.

121. The internal transmission service cost adjustment as filed in Exh. FGE-1 is
calculated in accordance with the Company's tariff MDTE No. 34. Tr. 2 (5/17/00) at 51-52.

122.  The calculation proffered by FG&E to determine the state tax benefit provided
ratepayers under the Seabrook Settlement was reviewed by the Department’s independent
auditor, Arthur Andersen, and determined to be reasonable. Tr. (5/17/00) at 60; Exh. AG-3-3.

123.  The Settlement Agreement clearly provides that the principal amount to be

amortized is grossed up for “income taxes” and recovered as part of the amortization. Exh. AG-
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2-5, Settlement Agreement, D.P.U. 85-235, Exh. B (D.T.E. 97-115)(Administrative Noiice
Taken)(“Exh. B”).

124.  The doctrine of “exclusion by implication” claimed by the Attorney General
to apply in the Department’s construction of the Settlement in D.P.U. 85-235 and its Exh. B is
inapposite.

125.  The applicable rule for construing the Seabrook Settlement Agreement is that
in an unambiguous agreement, the plain language of the contract controls. Cody v. Connecticut
General Life Ins. Co., 387 Mass. 142, 146-7, 439 N.E. 2d 234 (1982).

126. A court may find ambiguity where there are two rational interpretations of the

contractual language. Hazen Paper Co. v. United States Fidelity & Guaranty Co.. 407 Mass 689,

700, 555 N.E.2d 576 (1990).

127. “The object of the court is to construe the contract as a whole, in a reasonable
and practical way, consistent with its language, background and purpose.” USM Corp. v. Arthur
D. Little Systems, Inc., 28 Mass App. Ct. 108, 116, 546 N.E.2d 888 (1989), rev. denied, 406
Mass. 1104, 550 N.E.2d 396 (1990).

128.  The Settlement is not ambiguous.

129.  The phrase “income taxes™ denotes a plural, for more than one kind of taxes.

BLACK'S LAW DICTIONARY (West, 1999).

130. At the time the Exh. B was calculated, FG&E was in a net operating loss
position (with no tax carry-forwards or carry-backs) and therefore paid no state income tax. Tr.

(5/17/00) at 89-91.
131.  From the minute the amortization was calculated, FG&E consistently booked

state income tax and federal income tax to it. Tr. (5/1 7/00) at 89-91.
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132.  Contemporaneous actions are indicative of the intent of the parties. - See Shea
v. Bay State Gas Co., 383 Mass. 218, 222-223, 418 N.E. 2d 597 (1981).

133.  The Settlement articulated that the Company agreed to write off 40 percent of
its book investment in Seabrook Unit 2. D.P.U. 85-235.

134.  FG&E took a 40 percent write off of its book investment when it agreed to
the Seabrook Settlement. D.P.U. 85-235 (1985).

135. It agreed to provide ratepayers with the initial benefits, while it waited until
the later years to recoup that which was promised it in the deal. D.T.E. 97-115/98-120 at p. 54.

136. In spite of the 14 percent averaged return on the unamortized balance
promised FG&E in the Seabrook Settlement (and approved by the Department), FG&E has
eamed under 10 percent return in the whole period. Tr. 4 (5/30/60) at 313-4.

137.  In 1998, as a result of the Department’s approval of the Plan, FG&E wrote off
another $2 million in investment as part of the Department’s attempt to ensure that FG&E eamed
no more than 14 percent averaged retﬁrn bargained for in the agreement. See Tr. 3 (5/30/00) at
312-3; D.T.E. 97-115/98-120 at 55.

138.  Each of the many “kinds of taxes — property, income, sales, franchise, social
security, and miscellaneous taxes — are classified as reasonable costs of service.” C. Phillips,
THE REGULATION OF PUBLIC UTILITIES (3®° ED.), at 260 (PUR, 1993).

139. A fair return, such as the averaged 14 percent required under the Seabrook
Settlement, cannot be determined without a gross-up for state and federal income taxes.
Galveston Elec. Co. v. Galveston, 258 U.S. 388, 399 (1922).

140. The Attorney General proffers no substantial evidence why FG&E would

bargain away a return net of state tax but not net of federal tax.

18



141. The Attorney General’s argument regarding the pro form calculation is
completely unsupported by the record.

142. The pro forma calculation does not reflect the fact that the Company (when it
established the SAS) did not receive a state tax benefit of the level asserted or implied by the

Attorney General in this calculation.
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~ommonwealth of Massachusetts .
D~oa. .entof Telecommunications a~~“ E. gy
~itchburg Gas and Electric Light Cc..ipany
Docket No: DTE 99-110
Attorney General's First Set of Information Requests

Request No.: AG1-18

Please provide supporting documentation for the $208,000 of transaction costs
associated with the divestiture of generating assets.

Response:

Total divestiture costs were allocated between generation and purchased power
as shown on Exhibit AG-1-18, Page 1 of 4 (this worksheet was also Attachment
IR-DTE-1-6B, Page 91, of the Company's response to DTE data request IR-
DTE-1-6).

The $208,000 represents the portion of restructuring costs allocated to the

divestiture of generation assets that was included in the calculation of the
Residual Value Credit.

Person Responsible: Barbara Smith
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Commonwealth of Massachusetts
Department of Telecommunications and Energy
Fitchburg Gas and Electric Light Company
Docket No.: DTE 00-66
Responses to the Department's Second Set of Information Requests

Request No.: DTE 2-1

Please provide revised customer bill comparisons for the proposed rates provided in the
September 27th technical session versus rates currently in effect. Expand the G2 class
to included a high-medium-low bandwidth on load factors. Expand the G3 class to
include a high-medium-low bandwidth on load factors and on-peak percent of usage.

Response:

The requested bill impacts are shown in Attachment DTE-2-1. The Company has
prepared these assuming a 6 month recovery of the prior fuel adjustment deferrals for
the period April through September 2000 as demonstrated in Attachment DTE-AG-1.
The effective rate for SOS service is $0.05371 per kWh as shown on line 8 of
Attachment DTE-AG-1. The G2 class bill impacts have been expanded to show
impacts for customers with load factors in the 20%, 35%, and 50% range. The G3
class bill impacts have been expanded to show on-peak percent usage in the 43%,
48%, and 60% ranges. 48% is the average and the range captures nearly all
customers in this class. The G3 load factors have been expanded from 57% to a range
of 40%, 57% , and 71% to include nearly all customers in this class. The assumptions
for load factor and on-peak usage are shown in the lower left hand corner of each page.

Person Responsible: Karen M. Asbury
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Attachment DTE-2-1

Page 20 of 20
Fitchburg Gas and Electric Light Company
Typical Bill Analysis - using SOS Fuel Adjustment and 6 month surcharge
Impact on S Rate Customers
Present Rates Proposed Rates %
Average Total Total Total Total
Lumens Luminaire Monthly kWh Revenue Revenue Difference Difference
Mercury Vapor,
1 3,500 Residential and C. ial Type 303 $9.01 $9.62 $0.62 6.9%
2 7,000 Residential and C ial Type 68.3 $11.67 $1275 $1.07 9.2%
3 3,500 Street and Highway Type 39.3 $9.01 $9.62 $0.62 6.9%
4 7,000 Street and Highway Type 68.3 $11.67 $12.75 $1.07 9.2%
5 20,000 Street and Highway Type 1673 $23.48 $25.96 $2.47 10.5%
6 60,000 Street and Highway Type 369 $49.53 $55.33 $5.80 M.7%
7 20,000 Flood Light Type 157.3 $24.80 $27.28 $2.47 10.0%
8 3,500 Power Bracket Included 393 $9.30 $9.91 $0.62 6.6%
-] 7,000 Power Bracket Included 68.3 $1213 $13.21 $1.07 8.8%
igh P Sodium:
10 3,300 Residential and Commercial Type 213 $6.94 $7.27 $0.33 4.8%
1" 9,500 Residential and C ial Type 43 $9.46 $10.13 $0.68 71%
12 8,300 Street and Highway Type 213 $6.94 $7.27 $0.33 4.8%
13 9,500 Street and Highway Type 43 $9.46 $10.13 $0.e8 7.1%
14 20,000 Street and Highway Type 108 $17.10 $18.80 $1.70 9.9%
15 50,000 Street and Highway Type 1723 $25.58 $28.29 $2.71 10.6%
16 140,000 Street and Highway Type 4038 $55.92 $62.27 $6.34 11.3%
17 50,000 Flood Light Type 1723 $27.80 $30.51 $2.71 9.7%
QOmamental Lighting:
18 3,300 Street and Highway Type 213 $5.85 $6.18 $0.33 5.7%
|Present Rates - Effective 4/1/2000: Proposed Rates - Effective 11/1/2000:
s S
Dellvery Charges: Delivery Charges:
Custorner Charge $0.00 Customer Charge $0.00
kWh kWh
Internal Transmission $0.00004 internal Transmission $0.00004
Extemal Transmission $0.00457 External Transmission $0,00457
Transmission Subtotal $0.00481 Transmission Subtotal $0.00461
Distribution $0.00059 Distribution $0.00059
{Seabrook Amortization Surcharge $0.00766 Seabrook Amortization Surcharge $0.00766
Distribution Subtotal $0.00825 Distribution Subtotal $0.00825
Energy Efficiency Charge $0.00285 Energy Efficiency Charge $0.00285
Renewable Resources Charge $0.00125 Renewable Resources Charge $0.00125
Transition Charge $0.01200 Transition Charge $0.01290
Fuel Charge Credit $0.00000 Fuel Charge Credit $0.00000
Supplier Charges: Supplier Charges:
Generation Charge*® $0.03800 Generation Charge* $0.05371
Total $0.06786 Total $0.08357
* Standard Offer Service
Internal Access Charge- Internal Transition Charge-
1 $0.23 $6.11 $0.00 $6.34 $0.23 $6.11 $0.00 $6.34
2 $0.27 $6.77 $0.00 $7.04 $0.27 $6.77 $0.00 $7.04
3 §0.23 $6.11 $0.00 $6.34 $0.23 $6.11 $0.00 $6.34
4 $0.27 $6.77 $0.00 §7.04 $0.27 $6.77 $0.00 $7.04
s $0.52 $12.29 $0.00 $12.81 $0.52 $12.29 $0.00 $12.81
6 $1.02 $23.47 $0.00 $24.49 $1.02 $23.47 $0.00 $24.49
7 $0.56 $13.57 $0.00 $14.13 $0.56 $13.57 $0.00 $14.13
8 $0.24 $6.39 $0.00 $6.63 §0.24 $6.38 $0.00 $6.63
9 $0.29 $7.21 $0.00 $7.50 $0.29 $7.21 $0.00 $7.50
10 $0.20 $5.29 $0.00 $5.49 $0.20 $5.29 $0.00 $5.49
11 $0.24 $6.30 $0.00 $6.54 $0.24 $6.30 $0.00 $6.54
12 $0.20 $5.29 $0.00 $5.49 §0.20 $5.29 $0.00 $5.49
13 $0.24 $6.30 $0.00 $6.54 $0.24 $6.30 $0.00 $6.54
14 $0.39 $9.38 $0.00 $9.77 $0.39 $9.38 $0.00 $9.77
15 $0.56 $13.33 $0.00 $13.89 $0.56 $13.33 $0.00 $13.89
16 $1.18 $27.34 $0.00 $28.52 $1.18 $27.34 $0.00 $28.52
17 $0.64 $15.47 $0.00 $16.11 $0.64 $15.47 $0.00 $16.11
18 $0.16 $4.24 $0.00 $4.40 $0.16 $4.24 $0.00 $4.40




Commonwealth of Massachusetts
Department of Telecommunications and Energy
Fitchburg Gas and Electric Light Company
Docket No.: DTE 00-66
Responses to the Department's Second Set of Information Requests

Request No.: DTE 2-2

Please provide customer bill comparisons for the proposed rates provided in the
September 27th technical session versus the August 1997 rates adjusted for the
inflation factor implemented Jan. 1, 2000. Please demonstrate that the Company's
proposal shows that any individual customer bill impacts represent not less than a 14%
decrease.

Response:

The requested bill impacts are shown in Attachment DTE-2-2, pages 1 through 20. The
same bandwidths for load factors and on-peak usage that were used in Attachment
DTE-2-1 are used here. These bill impacts are in the range from a decrease of 11.1%
to an increase of 2.1%, depending on class and usage level. The Company maintains
that customers are still receiving the 15% rate discount required by the Act, since the
fuel adjustment is a surcharge over and above previously allowed adjustments for
inflation. The proposed overall rates are computed as follows:

Proposed rate = [ August 1997 rate x (1 + C.P.l. inflation %) ] x 85% + fuel adjustment

A second set of impacts, including the fuel adjustment added on to the inflation
adjusted August 1997 benchmark rates are demonstrated on pages 21 through 40 of
Attachment DTE-2-2. The impacts under this scenario are in the -12.8% to -14.6%
range.

Person Responsible: Karen M. Asbury
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Attachment DTE-2-2

Page 20 of 40
Fitchburg Gas and Electric Light Company
Typlcal Bilt Analysis - using SOS Fuel Adjustment and 6 month surcharge
Impact on S Rate Customers
Benchmark Rates Proposed Rates %
Average Total Total Total Total
Lumens Luminaire Monthly kWh Revenue eve| Difference Difference
L=l ol
1 3,500 Residential and Commercial Type 393 $10.60 $9.62 {$0.98) -9.25%
2 7,000 Residential and Commercial Type 68.3 $13.72 $12.75 ($0.97) -7.10%
3 3,500 Street and Highway Type 39.3 $10.60 $9.62 ($0.98) -9.25%
4 7,000 Street and Highway Type 68.3 $13.72 $12.75 ($0.97) 7.10%
5 20,000 Street and Highway Type 157.3 $27.57 $25.96 ($1.61) -5.85%
[} 60,000 Street and Highway Type 369 $58.11 $56.33 ($2.78) -4.78%
7 20,000 Fiood Light Type 157.3 $29.13 $27.28 ($1.86) -6.38%
8 3,500 Power Bracket Included 39.3 $10.95 $9.91 (31.03) -9.42%
9 7,000 Power Bracket Included 68.3 $14.27 $13.21 ($1.06) -7.41%
Hi ressyre Sodi
10 3,300 Residential and Commercial Type 213 $8.18 $7.27 ($0.91) -11.10%
11 9,500 Residential and Commercial Type 43 $11.13 $10.13 ($0.99) -8.94%
12 3,300 Street and Highway Type 213 $8.18 $7.27 ($0.91) -11.10%
13 9,500 Street and Highway Type 43 $11.13 $10.13 ($0.99) -8.94%
14 20,000 Street and Highway Type 108 $20.08 $18.80 ($1.28) -6.39%
15 50,000 Street and Highway Type 1723 $30.03 $28.29 ($1.75) -5.81%
16 140,000 Street and Highway Type 403.8 $65.63 $62.27 ($3.36) -5.12%
17 50,000 Flood Light Type 1723 $32.65 $30.51 ($2.15) -6.57%
Ormamental Lighting;
18 3,300 Street and Highway Type 21.3 $6.89 $6.18 {$0.71) -10.29%
Benchmark Rates - Effective 8/1/97: Proposed Rates effective 11/1/2000:
S S
Delivery Charges: Delivery Charges:
Customer Charge $0.00 Customer Charge $0.00
kWh kWh
Internal Transmission ($0.00002) Internal Transmission $0.00004
External Transmission $0,00000 External Transmission $0.00457
Transmission Subtotal ($0.00002) Transmission Subtotal $0.00461
Distribution ($0.00035) Distribution $0.00059
Seabrook Amortization Surcharge $0.00766 Seabrook Amortization Surcharge $0,00766
Conservation Charge $0.00000 Distribution Subtotal $0.00825
Distribution Subtotal $0.00731
Energy Efficiency Charge $0.00285
Transition Charge $0.01910 Renewable Resources Charge $0.00125
| es: Transition Charge $0.01280
Generation Charge* $0.02800
Suppller Charges;
Total $0.05439 Generation Charge* $0,05371
Inflation Adjustment 6.50% Total $0.08357
* Standard Offer Service
internal Access Charge- Internal Transition Charge-
Luminaire Charges:  Transmission istribution a; en Total Transmission Distribution Bower Supply Total
1 $0.23 $4.33 $3.26 $7.82 $0.23 $6.11 $0.00 $6.34
2 $0.27 $6.08 $3.82 $9.17 $0.27 $6.77 $0.00 $7.04
3 $0.23 $4.33 $3.26 $7.82 $0.23 $6.11 $0.00 $6.34
4 $0.27 $5.08 $3.82 $9.17 $0.27 $6.77 $0.00 $7.04
5 $0.52 $9.58 $7.22 $17.33 $0.52 $12.29 $0.00 $12.81
6 $1.03 $19.09 $14.37 $34.49 $1.02 $23.47 $0.00 $24.49
7 $0.56 $10.41 $7.83 $18.80 $0.56 $13.57 $0.00 $14.13
8 $0.24 $4.51 $3.39 $8.14 $0.24 $6.39 $0.00 $6.63
9 $0.29 $5.36 $4.03 $9.68 $0.29 $7.21 $0.00 $7.50
10 $0.20 $3.60 $2.72 $6.52 $0.20 $5.29 $0.00 $5.49
1" $0.24 $4.49 $3.38 $8.11 $0.24 $6.30 $0.00 $6.54
12 $0.20 $3.60 $2.72 $6.52 $0.20 $5.20 $0.00 $5.49
13 $0.24 $4.49 $3.38 $8.11 $0.24 $6.30 $0.00 $6.54
14 $0.39 $7.18 $5.41 $12.08 $0.39 $9.38 $0.00 $9.77
15 $0.56 $10.42 $7.85 $18.83 $0.56 $13.33 $0.00 $13.89
16 $1.19 $21.94 $16.53 $39.66 $1.18 $27.34 $0.00 $28.52
17 $0.64 $11.78 $8.87 $21.29 $0.64 $15.47 $0.00 $16.11
18 $0.16 $2.94 $2.21 $5.31 $0.16 $4.24 $0.00 $4.40
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